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THE NEW ACCOUNTING 

CHAPTER 1 

OF BOOKS AND BOOKKEEPING 

At the risk of sorely wounding the sensibilities of 
any reader who happens to like good poetry, I am 
going to paraphrase a well known verse : 

Business works without money and works without art ; 
It may work without conscience and work without heart; 
It may work without help and work without cooks, 
But no business works well that doesn't keep books. 

This expresses a conviction which twenty years 
of experience in business has forced upon me — 
twenty years of very varied experiences, ranging 
as an employee from oflSce boy to general man- 
ager, and as an employer in the various capacities 
of partner, sole proprietor, and corporate director 
and officer. 

I am an advocate of adequate bookkeeping — 
even for the one man business. Please make note 
of the fact that I said adequate bookkeeping, by 
which I, of course, mean neither too little nor too 
much bookkeeping. Such bookkeeping furnishes 
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Of Books and Bookkeeping 

to the man responsible for success or failure, vital 
information concerning two things : 

First, concerning his accounts (what his custo- 
mers owe him and what he owes his creditors), 
and 

Secondly (by furnishing periodic statements), 
concerning the progress and the condition of his 
business. 

In many businesses bookkeeping does much 
more than that. It tends to check dishonesty. It 
furnishes information about the relative progress 
of the various branches of the business, and often 
about production costs and overhead expenses 
which are of help in deciding innumerable mat- 
ters. These things are, however, secondary and 
not primary functions. A business man ought to 
be under no illusions concerning the fact that they 
are secondary. If, for example, he believes (be- 
cause his bookkeeper or his accountant assures 
him that such is the truth), that his bookkeeping 
system is certain proof against dishonesty, the 
sooner he realizes- that this can not be so, the 
better for him. No system is absolute proof 
against dishonesty, and few are even substantial 
checks upon dishonesty. The only thing which is 
certain to reveal dishonesty is frequent outside 
auditing. He ought also, in considering the ef- 
ficiency of his system, to appreciate that most of 
the information concerning costs is only as re- 
liable as the statistics upon which the costs are 
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Of Books and Bookkeeping 

compntedy and that the gathering of these statis- 
tics is generally beyond the control of his book- 
keeper; that comparisons of departmental opera- 
tions require the perfect distribution and proper 
charging of his overhead — something that must 
frequently be done by arbitrary rules. Finding 
costs is a sort of by-product of a well designed 
bookkeeping system. 

Adequate bookkeeping may therefore be defined 
as bookkeeping which furnishes information con- 
cerning the two matters which are vital, and which 
furnishes records that can readily be audited, rec- 
ords that can be used for determining costs, and 
for securing any statistical information which may 
be needed. 

Any operations, over and above those needed to 
furnish what I have defined as adequate bookkeep- 
ing, involve a waste of labor, a waste of space and 
a waste of stationery and supplies. They are 
either conscious or imconscious complications of 
record keeping for \diieh there is no need, and 
only one excuse — namely, that conventional ac- 
counting to-day prescribes it. 

In the system of bookkeeping, which I shall de- 
scribe in this book, every requirement of what I 
have called adequate bookkeeping is fulfilled. It 
will furnish the business in which it is installed all 
the information which the best existing bookkeep- 
ing system furnishes, and it will do it with less 
labor, less space, less material and a simpler plan 
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Of Books and Bookkeeping 

of record keeping so necessary to real efficiency. 

The origin of bookkeeping is lost in obscurity. 
Some kind of account keeping has existed from the 
earliest times. Babylonian records have been 
found dating back as far as 2600 B.C., written 
on small slabs of clay with a sharpened stick 
called a stylus. Egyptian records of similar an- 
tiquity have been found written on papyrus, a 
paper made of reeds. It will be seen then that 
there wa,^ some form of accounting long before 
boimd books were known, and that what we call 
bookkeeping grew out of the earlier accounting 
records which were really nothing but stories or 
records of transactions. 

Up to the seventeenth century, bookkeeping was 
merely the recording of the details of the trans- 
actions in the day book; then distributing the 
items in a ledger. When double-entry bookkeep- 
ing came in, a highly complicated system for 
analyzing these transactions was added so as to 
show the entire effect of the various kinds of 
transactions upon the whole business. 

It was then that the high priest of bookkeeping 
came into his own. Since its introduction, book 
has been added to book, operation piled upon 
operation until accounting has become an unneces- 
sarily artificial and arbitrary metaphysical sys- 
tem. 

The natural instinct of any business man is, first 
of all, to keep an accurate record of his trans- 
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Of Books and Bookkeeping 

actions. From this record he knows that he can 
then charge the transactions in his ledger. 

I propose that all bookkeeping should be along 
these natural lines, and that the highly compli- 
cated operations of double-entry bookkeeping 
should be separated from the simple bookkeeping 
which was in use before its invention. The book- 
keeping I have done along this line, using modem 
equipment, I know can be duplicated by any busi- 
ness man. 

After I had used the first installation of this 
system of bookkeeping for some time (a simple 
installation made to satisfy myself as to its prac- 
ticality under the stress of actual use in business), 
I discussed the matter of their installing it with 
the officers of a corporation which did as much 
business every day as the first business did in a 
month. In the first business, the bookkeeping was 
so small that it was done by an accountant who 
came in once a week. In the corporation there 
was a large bookkeeping staff, and the work was 
minutely subdivided between the bookkeeper, cash- 
ier, and various clerks. 

The owner of the small business naturally had 
a fair kaowledge of the conditions of his accounts 
and the general state of his business at all times. 
He was his own credit manager and buyer, and 
was therefore intimately acquainted with the con- 
dition of his accounts, both with his creditors and 
with his customers. His familiarity with these de- 
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Of Books and Bookkeeping 

tails freed him, to a great extent, from dependence 
upon his bookkeeper. 

But the treasurer of the corporation had no such 
familiarity with his business. He was a consider- 
able shareholder in the business, and yet, when I 
first spoke to him, he did not want to take up the 
matter of bookkeeping personally at alL He 
wanted his bookkeeper to do that. 

*^The bookkeeping,'* he said as he waved his 
hand toward the offices which were devoted to it, 
*4s Greek to me.'' 

Like thousands of business men, busy with con- 
structive work which was so much more important, 
he had entrusted his bookkeeping to tune-tested 
employees who were able to analyze the trans- 
actions of the business and record them much bet- 
ter than he could have done. And yet this man 
had more than a superficial knowledge of every 
other phase of his business I Of only one depart- 
ment could he have said with good grace that it 
was like ** Greek" to him. 

This man, of course, could discuss his manufac- 
turing problems and his selling and advertising 
problems with intimate practical knowledge of 
every factor involved, and not merely theoreti- 
cally. But he shrank from losing himself in a dis- 
cussion of the maze of his bookkeeping system* 
The real cause of this feeling that he could not 
take an intelligent part in such a discussion was 
the ^' smoke screen" of technicalities in which 
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Of Books and Bookkeeping 

modem accounting hides what at bottom are the 
simplest and most easily understood of operations. 

I want to make the following statement as em- 
phatic as English will permit : 

There is no reason whatever why any business 
man should not clearly understand every detail of 
the work connected with his bookkeeping. 

It is his right to be able at any tune to read the 
record of any transaction on his books from be- 
ghming to end without the assistance of any em- 
ployee. He loses that right, and to that extent 
loses control of his business, if his bookkeeping 
** system 'Vis so complicated that it is ** Greek *' to 
him. 



So much by way of clearing the ground. 

Now for a brief analysis of the problem of book- 
keeping and of the method of solving that problem, 
first, by the old accounting, and then by the new. 

All bookkeeping is simply the recording of three 
classes of transactions : first, of sa les t o customers 
and their settlements for them ; second, purchases, 
and payments for them, and third, adjustments of 
various kinds among the departments of the busi- 
ness, among the owners, or with customers or 
creditors. 

The final destination of the record of every sale, 
purchase, and other transactions is in a ledger ac- 
count. This is true without regard to the method 
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Of Books and Bookkeeping 

of purchasing, of billing, of making remittanoe, of 
disposing of money received, and so on; this is 
also true without regard to the cash books, sales 
books, purchase books, journals and other books 
of original entry in which all the transactions may 
be first recorded. The final destination of all rec- 
ords of sales is the customers' accoimt in the Ac- 
counts Receivable Ledger; the Accounts Payable 
Ledger is the destination of all records of pur- 
chases, while the Litemal Ledger is the destina- 
tion of the record of all transactions that do not 
fall under either of these two heads. These 
ledgers may be combined in one ledger in a small 
business or they may be expanded indefinitely by 
grouping the various classes of accounts in sub- 
sidiary ledgers. 

All the work, therefore, which precedes the post- 
ing of an item into a ledger is simply preparatory 
work. The idtimate record is the same whether 
the preparatory recording of a given transaction 
is performed by making ten entries in ten differ- 
ent books or by only making one entry in one book. 
Whether one entry is used or ten is a matter to be 
determined by considerations of accuracy and ef- 
ficiency alone. The final result in modem book- 
keeping is the same, namely : there is an entry in a 
ledger and with that the record keeping on that 
transaction ends. 

The number of ledgers which a firm uses is de- 
termined by the nature of its business and the 
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Of Books and Bookkeeping 

volnme of its transactions. Whether the ledgers 
are bound books or loose leaf books, or card 
ledgers, is likewise to be determined by similar 
considerations. These are details which I will 
discuss further on. For the present all that I am 
anxious to do is to impress upon the readers this 
fact : a ledger may or may not be a book, and still 
it may fulfill every purpose of a ledger. For that 
reason when I shall hereafter speak of the hooks 
used in bookkeeping I shall not refer to the 
ledgers. I shall refer only to the cash books, sales 
books, purchase books, journals, and so on, in 
which transactioijLs are first recorded, thence, to 
be posted from the hooks into the ledgers. 

Prior to the recording of a transaction, in a 
book of original entry, it usually is reduced to 
writing in some form. It may only be a memo- 
randum, or it may be a duplicate invoice, or an 
original invoice received, or a check, or a voucher, 
but it is usually from this (and not by actually 
taking part in the transaction and thus being able 
to record it from his memory) that the bookkeeper 
makes his entry into a book. This document is 
his authority for making the entry ; generally his 
entry is merely a condensation of this document. 

Now let me lay down the fundamental principle 
upon which this system of bookkeeping which I 
am describing, is built : 

Each entry m the hooks should he based upon a 
document which authorizes and requires the entry. 
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Of Books and Bookkeeping 

That is to say, instead of most of the trans- 
actions originating in docoments, as is the case in 
most businesses to-day, the record of every trans- 
action should be based upon a document. If the 
transaction is an internal one, such as, for in- 
stancCy the charging off a bad debt to profit and 
loss (which often reaches the bookkeeper's desk in 
the form of a spoken order by some superior) , the 
need of its originating in documentary form is 
just as great as in the billing of goods sold to a 
customer. Such an internal entry should be made 
by the bookkeeper only upon the order of some 
one with authority for making it; that person 
should assume the responsibility for the order — 
not the bookkeeper — ^and he should either give the 
bookkeeper a written order or memorandum or 
else place his O.K. upon one which the bookkeeper 
prepares for him. 

Most of the transactions which are recorded in 
books already originate in documentary form. 
Therefore, to observe this principle there would 
be only an occasional addition to the number of 
such documents which would have to be prepared 
and recorded. 

The documents, original and duplicate, which 
are used to-day — the bills issued, the invoices and 
statements received, the petty cash and check 
vouchers, and so on, are in the existing system 
of bookkeeping, first audited, then entered in the 
books, and finally filed. They find their last rest- 

10 



Of Books and Bookkeeping 

ing place in various files, though sometimes, they 
are first placed in temporary files, to be later 
transferred to the permanent files. Most firms, 
for instance, have a file for unpaid invoices and 
another file for paid invoices. There is usually 
a binder for duplicates of the invoices made out, 
which is a sort of file, since it performs the func- 
tion of one. The petty cash vouchers and vouchers 
authorizing payment by check are usually filed, 
sometimes for only a limited time and sometimes 
permanently. There are files for duplicate de- 
posit slips in some businesses, files for returned 
checks, files for bank statements — and when you 
come to think about it, in a business of any magni- 
tude, these documents find their repose in files, ad 
internecionem, ad infinitum, ad nauseam. 

In most businesses a very large part (in some 
businesses the greater part) of the time of the 
bookkeeping staff is devoted to proper entries of 
the various transactions in the books of original 
entry. Posting into the ledgers is a monotonous 
task, but with the proper kind of ledgers can be 
done very rapidly by ordinary clerical help. It 
is the analysis of the various transactions, and the 
recording of them in the books of original entry, 
that requires the greatest skill and the most time 
of highly trained help. 

In the system of bookkeeping which I shall de- 
scribe in the next chapter the existing method of 
posting into ledgers is not changed ; the documen- 
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Of Books and Bookkeeping 

tation may in some cases be slightly increased but 
the filing is greatly simplified. 

The entering into ^^ books of original entry '^ and 
aU such hooks is consigned to oblivion. 

If yon look back over these pages you will see 
that my analysis of bookkeeping divided the proc- 
ess into three parts; one of which dealt with 
ledgers ; a second part which dealt with the books 
of original entry, and a third which dealt with the 
documents (from which the entries are first made) 
and the files in which these documents are kept. 
With regard to the first, we have shown that the 
ledgers, which of course cannot be dispensed with, 
may assume any convenient form and still perform 
the vital functions of a ledger. With regard to 
the second, that the books of original entry are 
preparatory steps on the road to the ledgers, and 
that if this preparatory work can be otherwise 
done, the books may be dispensed with. With re* 
gard to the third, that the original documents 
recording transactions are not now utilized and 
filed as carefully as their importance would natu- 
rally lead one to do. 

Lest it be thought that what I am advocating is 
merely a simplification of bookkeeping (though 
goodness knows that would be improvement 
enough) and that the value of the system arises 
only from the savings made possible by simplifi- 
cation, I want to point out, before beginning the 
detailed discussion, that this system makes pos- 
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Of Books and Bookkeeping 

sible a number of very valuable features that are 
impractical with the conventional bookkeeping of 
to-day. First of all, what I call new accounting 
or natural accounting, furnishes better accounting 
than the old. I will merely tabulate here some of 
the advantages demonstrated by many tests so as 
to avoid repetition later in the book. 

The new accounting furnishes insurance against 
accident to the bookkeeper, since it is possible for 
any one to continue the work at any time. 

Its installation does not interfere with the rou- 
tine of work nor does it require expensive machin- 
ery. On the contrary, the equipment is usually 
less expensive. Furthermore, it completely stand- 
ardizes the equipment. 

It reduces the number of purely clerical errors 
by reducing the number of times that figures have 
to be re-copied. 

It reduces the amount of labor in bookkeeping — 
in some businesses by half — ^and makes it possible 
to employ less expensive help in doing the work. 
Furthermore, it reduces the space and equipment 
needed for the bookkeeping and for the keeping of 
necessary files, binders, and books. 

It makes the source of every entry in any ac- 
count more accessible, and makes it possible for 
anybody, who doesn't know a thing about book- 
keeping, to look up the source of entries without 
the assistance of some one regularly employed 
upon the books. 
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Of Books and Bookkeeping 

It makes it possible^ even in the most complex 
business, to furnish a financial statement at any 
time with but little more work than is required by 
the old method to furnish a cash statement and so 
makes it practical to prepare a condensed balance 
sheet and profit and loss statement daily. 

''If it does all these things," a manufacturer 
said to me, ''it performs miracles." Even if it 
did only half of them no progressive business man 
could afford to continue to use the existing system 
of bookkeeping. I confess that when the possi- 
bility of doing away with all the books in book- 
keeping first occurred to me (it was at a time 
when I was business manager of a corporation 
doing nearly half a million business a year, and 
we were using two cash books, a check book, a 
journal, a sales book, a purchase book, three 
ledgers, aad I suppose the bookkeeper and cashier 
were using other smaller books for their conveni- 
ence), I had to, so to speak, "pinch myself to see 
if I was awake." I am, in spite of the strong 
claims here put forth, essentially a man of con- 
servative statements. I did not even think these 
claims to myself until after I had put the system 
actually to work in a number of businesses and 
demonstrated by test after test that its per- 
formance was in accordance with my highest ex- 
pectations. 
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CHAPTEE n 

THE NEW ACCOUNTINQ 
1. DOCUMENTATION 

I HAVE, of course, assnmed that the reader is suf- 
ficiently familiar with the charging and crediting 
of accounts to make it unnecessary to devote 
any space to instructions concerning double-entry 
bookkeeping itself. I have not assumed, and shall 
not at any time, that he is an expert bookkeeper, 
nor that he is familiar with the intricacies by 
which his own bookkeepers **move their wonders 
to perform. *' All that is essential is for the 
reader to understand the terms and the ordinary 
operations in bookkeeping. With that knowledge 
he is well equipped not alone to understand, but 
to install in his business the system I am describ- 
ing. 

Every entry in the books, as I said in the previ- 
ous chapter, should be based upon a document 
which authorizes and requires that entry. 

Since there is no exact term in modem account- 
ing literature, either for the operation itself or 
for the principle which underlies it, I shall call 
the preparation and assembling of these docu- 
ments ** documentation.'* 
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The New Accounting 

Observe that documentation is not something 
new in bookkeeping. It is not an operation which 
has to be performed in addition to those now be- 
ing performed, or which has to be performed in 
order to replace in the new system operations 
which are performed otherwise in the old. It is 
the most natural of all operations in bookkeeping. 
Ninety per cent of the records of business trans- 
actions originate in a document at the present 
time. Documentation merely requires that the re- 
maining ten per cent shall also be reduced to some 
form of document before they are recorded by the 
bookkeeper. 

In most businesses, billing and charging is a 
form of documentation, since the bill or charge 
slip is made out in duplicate and the copy filed 
in a loose leaf binder or a register. Billing would 
therefore involve no additional operation in order 
to furnish dociunents. 

This is also true of invoices received for pur- 
chases made. Since these invoices are themselves 
original documents, and are received with all pur- 
chases, documentation may be said to be auto- 
matic. It requires no labor on the part of the 
bookkeeper at all. 

It is possible to speak of a check stub, which is a 
condensed duplicate of the check, as a document. 
It is, however, a reduction of labor as well as 
much better practice to do away with the check 
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The New Accoimting 

stub, and to carry the bank balance in the Control 
Ledger later described. 

In the case of firms using voucher checks which 
are prepared in duplicate (that is, written with a 
carbon duplicate), the duplicate is the document 
used for bookkeeping purposes. In other firms 
where a voucher authorizing the drawing of a 
check is in use, the voucher serves as the docu- 
ment. In neither of these instances is there any 
additional labor involved in documentation. 

All that I am anxious to show, at this time, by 
these illustrations is that much of what I have 
called documentation is already being done in most 
offices. I have reserved detailed instructions for 
the documentation of various transactions for the 
chapters of the book dealing with each type of 
transaction. This plan avoids much repetition of 
instructions. The detailed instructions given 
later, though they occupy much space in the book, 
are given simply as suggestions for systematic as 
against the present tmsystematic documentation 
in business. 



In order to make it easy to follow the parallel 
operations of the old accounting and the new after 
documentation, I will take a particular example 
and use the same example in describing its record- 
ing by both methods. 
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The New Accounting 

Let us assume that after opening the mail in 
the momingy the bookkeeper receives two checks, 
which form the morning's receipts. 

One of the checks is from Smith & Company and 
amounts to $980.00, being in payment of an ac- 
count of $1,000.00 less 2% cash discount. The secr 
ond check is from Jones & Company. It amounts 
to $100.00, and is a payment on their account. 

In handling these under the old accounting, the 
bookkeeper would enter them in the Cash Book, 
let us say on page 45, and enter the date, the name 
of debtor, the amoimt of cash received, the amount 
of discount deducted and to be charged to the 
Discounts Allowed account, the total amount to 
be credited to Accounts Beceivable, and the 
amount to be charged to the bank as deposited. 
He would then make out his deposit slip, and send 
the money to the bank to be deposited to the 
firm's account. Then he would post the items to 
the credit of Smith and of Jones in his Accounts 
Receivable Ledger, and write in the folio column 
of the ledger sheets the Cash Book page number, 
45, so that he could at any time refer from the 
ledger sheets to the source of the posting in his 
Cash Book. 

In natural accounting, as soon as he received 
the money he would make out his deposit slip, in 
duplicate. He would send the original to the 
bank with the deposit and he would retain the 
duplicate, on which he would note where the 
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The New Accounting 

money came from, how much represented dis- 
county etc. 

He would make no entry in a cash book for the 
good reason that he had no cash book. He would 
simply file that document so that he could put 
his hand upon it without fail at any future time. 

2. FILIKQ 

In the existing literature on accountancy there 
is very little to be found upon the subject of filing. 
There is little in the literature on this subject be- 
cause, with most accountants and accountancy sys- 
tems, filing is a sort of necessary evil which is dis- 
posed of by afterthoughts. 

I have laid down the principle that the docu- 
ment from which entries are to be made into the 
books must both authorize and require the entries 
that are made from it. Such a document is, there- 
fore, much more than a mere memorandum with- 
out value when once the entry has been made in 
the books. On the contrary, it is of great value at 
all times. It has, first of all, legal value as either 
the written original or the carbon duplicate of an 
original document. Secondly, from an account- 
ancy standpoint, its importance arises from the 
fact that it is the actual source of the entry in the 
books. In any matter which may arise concerning 
a transaction at any future time, after entry of it 
has been made on the books, the ability to 
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promptly produce the original document will al- 
ways dispose of any question concerning the rec- 
ord of the transaction. 

To file the duplicate deposit slip, showing the re- 
ceipt of $1,080.00 the bookkeeper must perfor- 
ate the slip with an ordinary two-hole punch 
such as the one illustrated on plate number 1. 
These punches can be purchased in any stationery 
store. The size of holes perforated by them and 
their distances apart, as recommended later in 
the book, are both standardized. Of course, in 
order to avoid separately perforating the slips 
each time one has to be filed, it would be best to 
have a quantity of slips or forms (adapted to the 
particular needs of the business) punched by a 
bookbinder, and to keep a supply of the forms on 
hand in pad form. But the punch is needed in any 
event, even if such forms are used, to perforate 
documents that are received from other concerns. 
For instance^ the invoices received from other 
firms must be perforated to fit the file. 

After punching the document it is given a file 
number. This is the serial number following that 
on the last document previously placed in the Cur- 
rent File. The number can either be stamped on 
the document with a numbering machine or writ- 
ten on in some distinctively colored ink in the ex- 
treme upper right-hand corner. The document is 
then ready for filing in numerical order in the 
Current File. 
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The Current FUe is an ordinary two-post 
binder with extension posts and a cover lock 
that opens and closes quickly, such as is shown 
on plate number 2. These binders are stand- 
ardized and manufactured in a great variety of 
sizes and bindings by all the blank book manu- 
facturers. They can be purchased at all sta- 
tionery stores. 

Let us assume that the number on the last docu- 
ment placed in the Current File was 100. The 
duplicate deposit slip would then be numbered 101 
and this would be its file number. 

Before it is permanently placed in the Current 
File it would, in most concerns using our new 
system, be posted — that is to say, the account of 
Smith & Company would be credited with $1,000.00 
and the account of Jones & Company credited with 
$100.00. The ledger account numbers, in the case 
of Smith & Company S5, and in the case of Jones 
& Company J12, would be written alongside the 
amounts received from them as shown on the du- 
plicate deposit slip. This would show that the 
items had been posted and the accounts to which 
they had been posted. The file number of the 
document, 101, would be written in the folio col- 
umns of the ledger sheets instead of (as in the old 
system) the page number of the Cash Book. This 
operation in its entirety is exactly the same as 
that of posting in the old accounting from the 
Cash Book into the ledger. It is different only in 
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this respect, that with natural accounting the 
items can be posted the moment the deposit is 
ready to be made and without having first to be 
entered in the Cash Book. 

After the slip has been posted it would be ready 
for filing in the Current File. In a business where 
there is only one bookkeeper the postmg can be 
done after the document is filed. In a larger busi- 
ness it is obviously better to have the various en- 
try clerks completely finish with a document be- 
fore filing it. Whichever method is used, the fol- 
lowing rule might well be observed, in order to 
guard against the loss of any document : that once 
a document has been filed it ought never to be re- 
moved from the file. If there is occasion to refer 
to it again, reference should be to the whole file, 
just as one refers in the existing systems of ac- 
counting to a whole Cash Book in looking up 
entries. 

In posting from the Cash Book, the bookkeeper 
in the old system of accounting would first make 
sure that his Cash Book balanced, and he would 
then post from the Cash Book entries to the ledger 
in substantially the same manner as in the new 
accounting. Instead, however, of writing the file 
number in the folio columns of the ledger sheets, 
he would write the Cash Book page number. If 
there was any occasion subsequently to look up the 
origuial entry from which Smith & Company were 
credited $1,000.00, the page number in the folio 

22 



The New Accounting 

column on the ledger sheet would refer him to the 
entry in the Cash Book. From this entry in the 
Cash Book it might be possible to locate the origi- 
nal memorandum or document from which the 
entry into the Cash Book had been made. 

3. THE CONTBOIi I^DQEB 

Thus far under both systems there has been 
only single entry bookkeeping, gamely : the post- 
ing of the items (which are on File Number 101 
in the new system or on page 45 in the Cash Book 
in the old system) to personal accounts in the 
Ledger. 

In the old accounting the double entry is com- 
pleted at the end of the month by posting the 
totals to the Internal Ledger from the Cash Book. 
When the books are closed for the month the total 
amount of cash deposited in the bank as shown 
by the Cash Bopk is charged to the Bank, and the 
total amount of Discounts Allowed charged to the 
Discounts Allowed Account. In order to **con- 
troP' and check the entries in the Accounts Ee- 
ceivable Ledger, the total amount entered to the 
credit of the various accounts is credited to the 
Accounts Receivable Account in the Internal 
Ledger. Naturally the total of the postings in 
the Internal Ledger from the Cash, the Journal, 
the Sales Book and other books from the Accounts 
Beoeivable columns in these various books should 
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agree with the total of the individual postings in 
the individual accounts in the Accounts Receivable 
Ledger itself. 

A moment's consideration will show how easy 
it is, over a period of one month, for differences 
to develop between the controlling account in the 
Internal Ledger and the postings in the Accounts 
Receivable Ledger. It requires the checking of 
a trial balance in order to locate discrepancies, 
as well as the checking of all the books from which 
postings have been made. Under the new system 
the probability of such discrepancies developing 
between the controlling account and the subsidiary 
ledger is much lessened, as will hereafter be 
seen. 

In the new system the conventional loose-leaf or 
permanently bound Internal Ledger is replaced by 
a coluBMiar Control Ledger such as is shown in 
plate number 3. The dates and description 
column can be either in the center of the book or 
at one edge. Each column on the left side of the 
center of the book represents a debit account, and 
each column on the right represents a credit ac- 
count. If a loose-leaf book is used, the descrip- 
tion column would be on the extreme left and in 
that case the debit columns would start at the right 
of description and go towards the center, and the 
credit columns from the center to the extreme 
right. 

When entering File Number 101 in the new Con- 
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trol Ledger, the bookkeeper would write as much 
or as Httle in the description space as he desired ; 
even the date of the transaction might be omitted. 
The lines in the ledger are numbered to corre- 
spond with the file numbers. The number, there- 
fore, is the only essential description. He simply 
credits in the Accounts Receivable Ledger column 
the amount posted in that subsidiary ledger, 
$1,100.00. On the debit side he posts in the Dis- 
counts Allowed column $20.00 and in the Cash 
Column $1,080.00. The entries on the two sides 
of the ledger will always agree, and the ledger 
will therefore always be in balance. 

This is the whole course of operations with the 
new system. One entry in the Control Ledger 
completes the record. It does not require wait- 
ing a whole month before the double entry is com- 
pleted. It does not require waiting for a financial 
statement to be prepared laboriously by the old 
system before an error can be disclosed. 

If there is any occasion to refer to transaction 
101, either from the Accounts Receivable Ledger 
or from the Control Ledger, the original document 
itself is almost instantly available. It is filed nu- 
merically. The numerical system of filing makes 
it possible both to file and to find a document in a 
shorter space of time than with any other system. 
Furthermore, by binding the documents which ac- 
cumulate in the Current File monthly, in a per- 
manent book, such as is shown in plate number 4, 
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it is practically impossible for any original docu- 
ment to get lost. It can only be removed from the 
permanent file — ^the Transfer Binder — ^by actually 
tearing it out of the book. 

If the bookkeeper wants to balance his Control 
Ledger, and prepare a financial statement, he can 
do so at any time by simply adding together the 
totals of the columns in the Control Ledger. To 
furnish the equivalent of that statement under the 
old system the totals in the columns of all the 
books of original entry would have to be footed — 
the Cash Books, of which there are frequently two, 
the Journal, the Sales Book, the Purchase Book, 
and so forth — and then posted to the Internal 
Ledger. Then the accounts in the Internal Ledger 
would have to be balanced, and only then could 
the balances be copied for the statement. In ac- 
tual practice even banks are able to furnish such 
a statement in one day only by closing early in 
the afternoon and turning a large, skillful and 
highly trained personnel using the best equipment 
that can be secured to the task of balancing the 
books. 

This saving of time symbolizes the simplifica- 
tion which the natural system introduces into 
every branch of bookkeeping. It is this saving of 
time that makes it practical to furnish a financial 
statement whenever called for. 

Conventional double-entry bookkeeping is fre- 
quently very much simplified when it is being 
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tanghty or when it is being explained in a text 
book. In actual practice its operations are often 
complex beyond belief. I have sought to make the 
explanation of what I call natural accounthig very- 
simple, but simple as I believe it to be, the actual 
system of bookkeeping itself is by far simpler than 
the description. It is so unbelievably simple, that 
any man can grasp it by merely examining the 
File and the Control Ledger. 

Let me illustrate the explanation with two gra- 
phic diagrams. 

In both the accompanying diagrams it is as- 
sumed that the portions labeled ** Documents'* are 
the sources from which all the entries are to be 
made. 

In the diagram shown as plate number 5, and 
entitled the **01d Accounting *' the documents 
are first entered in any one of the innumerable 
varieties and numbers of books of original entry. 
The documents are then filed, sometimes in a 
binder, sometimes in a current or unpaid file, and 
thence in a permanent or paid file. Frequently 
they are not filed at all, but **fade away'' by a 
process of attrition. From practically all the 
books, entries are made into both the subsidiary 
ledgers, and naturally from all the books into the 
Internal Ledger. The intricacy of the pattern of 
lines between the books of original entry and the 
ledgers is amazing. Each book of original entry 
which is added as a business grows, makes this 
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pattern more intricate, not by one line, bnt by a 
line for each ledger into which entries are posted. 
It takes a sMUf ol bookkeeper to analyze the origi- 
nal documents and to determine jnst where many 
items are to be entered in the books, and it takes 
an equally skillful and analytically-minded book- 
keeper to determine just how the posting from the 
books to the ledgers should be done correctly and 
eflSciently. 

In the diagram, shown as plate number 6, and 
entitled the ^*New Accounting'* there are no 
operations between the documents and the file 
which can be compared with the operation of mak- 
ing entries in the books in the old accounting. No 
books are used at all. The documents are simply 
numbered and placed in a file. They are then 
posted in the ledgers. This operation while the 
same in principle is very different in practice in 
the two systems of accounting, for in the natural 
accounting all the posting is from the one file to 
the various ledgers, whereas in the old system, the 
posting is done from all the books into all the 
ledgers. 

Preparing a financial statement by the new sys- 
tem is a matter merely of copying the totals of 
the columns in the Control Ledger, whereas in 
the old accounting, it means : 

First, balancing the totals carried forward from pi^e 
to page in aU the books of original entry; 
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Second, the posting of these totals in the various ac- 
counts in the Internal Ledger ; 
Third, the balancing of the Internal Ledger; and 
Fourth, the copying and analyzing of the balances in 
preparing the statement. 
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CHAPTER m 

THE A B O OF THE NEW AOCOXTNTING 

sl GAK think of no more excruciatingly painful ex- 
^perience than the taking of a regular course in 
[ bookkeeping. It is a study so tedious and uninter- 
esting that teachers of bookkeeping and writers 
upon the subject are in a sort of race, one with 
the other, for the invention of systems for teach- 
ing it. Most of the ^^ sales talk'* used by the vari- 
ous courses and scliools is devoted to arguments 
concerning the superiority of their respective sys- 
tems of teaching. They take it quite for granted 
that conventional bookkeeping itself is the last» 
word in accounting efficiency. The good and suf- 
ficient reason for the emphasis which they place 
upon their system of teaching is that which I men- 
tioned in the beginning, namely: the difficulty 
which the student experiences in concentrating 
upon the subject. 

I am afraid that I will have to content myself 
with what I believe is the best of the methods so 
far devised for teaching bookkeeping. I shall rely 
upon, what may be called, the case method. Only 
instead of creating an imaginary firm with imagi- 
nary transactions to illustrate the various opera- 
tions, I shall take the actual transactions of an 
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actual firm, and only alter them to the extent of 
changmg the names involved. In other words, I 
will describe the actual equipment used, the actual 
operations performed, the actual advantages 
which developed in a firm in which natural ac- 
counting was installed. I am thoroughly familiar 
with the details of the work in this case since I 
opened the books and for some months made all 
the entries in the books myself, only posting being 
done by others. 

I believe that by describing the actual method 
of bookkeeping in the case of this concern, which 
I shall call the Georgia Printing Company, it will 
be fairly easy for you to grasp the principles in- 
volved and to adapt the methods and equipment 
to your own business. It will certaialy be easier 
reading than if I were to write academically. 
Most important of all, the relative importance of 
the various operations which I shall describe can 
best be judged when applied to an actual case. A 
mere set of directions makes it necessary to 
blindly go through all the instructions, even 
though some operations might be eliminated in 
individual businesses. 

The Georgia Printing Company is a corpora- 
tion having a printing plant. It buys materials, 
n:ianuf actures — or if you prefer the term — sprints, 
and sells the finished product. It has a cost sys- 
tem. But the subject of cost accounting and de- 
partmental accounting will not be discussed here 
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in great detail. This is a subject that deserves 
special treatment in a book of its own. What I do 
say concerning the subject is intended merely to 
emphasize the fact that natural accounting makes 
it possible to secure any sort of figures that may be 
needed for any of the refinements of accountancy. 



There are three steps or stages in the process 
of recording a business transaction by the new 
accounting. First, there is the recording of the 
transaction in documentary form. This first stage 
includes the analyzing and filing of the document. 
The second stage is the entering of the document 
in the Control Ledger. If the transaction does 
not involve a charge or a credit to an individual 
or personal account, the first and second opera- 
tions, recording and entering, are all that are nec- 
essary to completely record the transaction. The 
third stage, in the case of a charge or credit to a 
personal account, is the posting of the record in 
an Accounts Receivable or Accounts Payable 
Ledger. If the essentials of these three opera- 
tions are understood, all the rest is a mere matter 
of detail which can be worked out to suit individ- 
ual requirements by any intelligent person. 

1. BEOOBDIKG 

The equipment we used in the Georgia Printing 
Company was as follows : 
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A Current File 

A Punch 

A Numbering Machine 

A Rubber Stamp which we called the '' charge 
stamp" and 

Various printed forms most of which are reproduced 
later in the book. 

Of this equipment, only the Current File and 
the Punch are really indispensable. 

In fact, in the case of the Georgia Printing 
Company, that was all I worked with during the 
first month. All the rest was supplemental equip- 
ment. If desired, it may all be dispensed with, 
but its use adds considerably to the speed with 
which the work can be done, as well as tne neatness 
of the work, and where the bookkeeping of a busi- 
ness attains any considerable volume, the need of 
handling the accounting rapidly makes this sup- 
plemental equipment indispensable. 

The Current File. The binder illustrated in 
plate numoer 2 is a standard size made to accom- 
modate sheets 8% by 8V^ inches in size. It has 
two extension posts, 2% inches from center to cen- 
ter of the posts. The posts on the binder used 
in the Georgia Printing Company were 3/16 of an 
inch in diameter. The diameter on different 
styles of binders varies from 3/16 to 3/8 of an 
inch. The cover can be removed, to permit the 
insertion of a document, and replaced very quickly 
by means of a spring catch. Binders similar to 
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the one described and suitable for use as Current 
Files can be purchased at any stationery store. 
Only one current binder is needed. 

The Punch. Plate number 1 shows the punch 
used at the Georgia Printing Company. It is a 
standardized article which can be purchased at 
most stationery stores. It punches two holes in 
one or more sheets of paper at a time, the holes 
being 2% inches from center to center. The dia- 
meter of the holes perforated varies on different 
punches and ranges from % to 3/32 of an inch. 
The punches are equipped with gauges so as to 
enable the user always to perforate the holes in 
the same position on the sheet, thus making it pos- 
sible to place the sheets uniformly in the Current 
File. Whenever a document is ready for filing, it 
should be perforated (unless, of course, it has been 
perforated in advance by a printer), placed in the 
binder and forgotten. If reference to it is neces- 
sary, it can be located either by reference to the 
Control Ledger or by looking up the account in- 
volved in the subsidiary ledger in which the docu- 
ment was posted. 

The Numbering Machine. In the Georgia Print- 
ing Company, the documents and the lines in the 
Control Ledger were numbered with the number- 
ing machine shown in plate number 7. While the 
numbering machine can be considered supplemen- 
tal equipment, since it is not essential, it is yet a 
very useful addition to the equipment. It adds 
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to the neatness of the work ; it makes it easier to 
read the numbers on the documents filed in the 
Cfurrent Binder, and insures accuracy in number- 
ing when more than one person is engaged in pre- 
paring documents which are to be recorded and 
filed. This machine numbers consecutively every 
time the trigger is moved, or repeats the mmiber 
last in the machine indefinitely if the trigger is not 
moved. It is a better type of machine for our 
particular purpose than the more expensive ma- 
chine which is set by a slight movement of a catch 
either to number consecutively, to duplicate each 
number, or to repeat the number at which it is 
set indefinitely. 

As each document is finished for recording, it 
is numbered in the upper right hand comer. If 
the document is prepared in duplicate or triplicate, 
all the copies may be numbered with the same num- 
ber, though a number is essential only on the copy 
which is to be filed in the binder. The practice of 
striking the file number on all the copies was fol- 
lowed at the Georgia Printiag Company. 

If a document consists of several pages, let us 
say four pages, the same number is repeated on 
each page, and the various pages designated with 
the letters of the alphabet, as 100-a, 100-b, 100-c, 
100-d. The same practice is followed when a 
document is added to explain or supplement some 
document already filed and numbered. The addi- 
tional document is given the same file number, and 
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designated with the letters of the alphabet to dis- 
tingaish it from the original document. 

In the Georgia Printing Company, the number- 
ing machine I have described was used exclusively 
for accounting purposes. Its use was confined to 
numbering documents for the Current File be- 
cause the number in the machine would then 
always be, automatically, the correct consecutive 
number for the next document. If the machine is 
used for other purposes, it has to be reset after 
each diversion from its regular wort There 
is always present the danger that in resetting it 
some numbers will be skipped. In addition, dur- 
ing the period when the machine is not available 
for numbering documents, there is the trouble of 
looking up the last number in the file each time a 
document has to be numbered by hand. For 
these reasons, the machine was always kept ready 
for use on the same comer of the bookkeeper's 
desk, so that any one who prepared a document 
could use it and insure the correct numbering, fil- 
ing and entry of the document. 

One further suggestion, and I am through with 
this apparently simple subject. Use a distinc- 
tively colored ink in the machine — green is the one 
I recommend, in preference to red or purple. 
The distinctive color acts as a sort of **Look and 
Listen ! * ' sign to warn every person handling the 
document that it is a part of the bookkeeping rec- 
ords and must be returned to its place in the file. 
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The Charge Stamp. The rubber stamp illus- 
trated in plate number 8 is a very valuable addi- 
tion to the bookkeeping equipment. The stamp is 
a necessity when none of the printed forms de- 
scribed below are used. It should be stamped on 
each document that requires analysis and indica- 
tion as to which accounts are to be charged and 
credited. The illustration makes the manner of 
its use self-explanatory. When stamped on a 
document, it acts, first, as a set of instructions for 
posting and entering, and after the document has 
been posted and entered, it famishes information 
as to how it had been entered and posted. If a 
document consisted of a considerable number of 
figures with descriptions of the various items, and 
no charge stamp were in use, it might take a little 
time to ascertain how the document had been en- 
tered and posted. The charge stamp acts as a 
reminder in analyzing the document, as a guide to 
the entry clerk and as a time-saver whenever ref- 
erence to documents in the file is necessary. 

Ruled and Printed Forms. The illustrations ac- 
companying the chapters devoted to the recording 
of various kinds of transactions show quite a num- 
ber of ruled and printed forms devised by the 
writer in the course of his work in installing this 
new system of accounting in various businesses. 
None of these forms are essential to the proper 
working of the system. It is possible to keep a 
complete and absolutely correct record with ordi- 
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nary unruled and unprinted sheets of paper and 
the documents which are actually received and 
used in the course of business. So long as the 
information on the document is sufficient for the 
needs of the business — ^and what is needed, each 
business man must determine from his own experi- 
ence — it will suffice for the new accounting. Dur- 
ing the first month, the Gteorgia Printing Com- 
pany managed famously without any forms at 
all. After they were devised they proved to be 
great conveniences. They standardize and sim- 
plify the work, since it is unnecessary when using 
the forms to write as much description on the in- 
dividual document — ^the printing and ruling mak- 
ing it possible to complete the document by merely 
filling in the amounts in the correct columns and 
spaces. Knowing from actual experience the 
value of these forms, I unhesitatingly recommend 
their use. The stock forms can be adapted to 
most businesses. Where special forms would be 
convenient they should be used if the expense of 
having them made to order is not too great. 

The actual work of recording a transaction can 
be ** boiled down'* to five operations: 

First, the transaction is recorded on a document. (For 
an account of the process of "documentation" refer 
to Chapter II) ; 

Second, the document is numbered ; 

Third, the document is analyzed — ^the charge stamp im- 
printed upon it if necessary and the stamp filled in ; 
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Fourth, the docnment is perforated to fit the binder (if 

not already punched by the printer) ; 
Fifth, the docnment is filed in the Current File in 

proper rotation as indicated by its file number. 

It is then ready for entering in the Control 
Ledger and for postmg. 

The order in which these operations are per- 
formed may be varied to suit the requirements of 
each case. For instance, it may be necessary in 
a large office to post in the Accounts Beceivable 
Ledger and Accounts Payable Ledger before the 
bills sent out and invoices received are filed, be- 
cause filing them in the binder makes it necessary 
to post from the binder itself, thus preventing 
any one else from having access to it. The se- 
quence of the operations is not important. So 
long as all the operations are performed, the order 
may be varied to meet individual requirements or 
conditions arising from time to time. There is 
only one rule that I believe should be religiously 
observed in order to guard against the possibility 
of the loss of a document (in which case the book- 
keeper should be notified), namely: the moment a 
piece of paper becomes a document (and there- 
fore a bookkeeping record of more or less value, 
depending upon the ease with which it can be du- 
plicated if lost) it should he wumhered. No docu- 
ment should be posted, and of course none can be 
entered until it has been numbered, as the file 
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number must be mdicated in the folio column of 
the ledger sheet so that it can be located at any 
time. 

The documents we use for recording and which 
are filed in the binder in the Georgia Printing 
Company consist of duplicate bills, from which 
the charges against customers are made ; iuvoices 
received from firms from whom purchases are 
made; duplicates of the deposit slips; duplicates 
of checks issued, and petty cash envelopes. Ad- 
justments are recorded from memoranda on ordi- 
nary unruled paper. 

The Txansfer Binder. In referring to the file in 
which the documents are placed I have sometimes 
called it the ** current'' binder. ** Current" is 
really the best term to apply to it, in order to dis- 
tinguish it from the ** transfer'* binders to which 
each month's documents are transferred at the 
end of each month. The documents in the Trans- 
fer Binder are just as accessible as those in the 
current binder. As a matter of fact, they are 
somewhat more accessible, in that the numbers 
start from the lowest number and then go up- 
wards towards the back of the binder, just as in 
an ordinary book. In the current binder it is best 
to place the first number on the bottom and then 
place each subsequent document on top of the pre- 
vious one so that the last document and number 
is always on top. In the current binder the num- 
bers would therefore run backwards, for example, 
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the top numher would be 999, and the bottom 
nnmber 500. In the previous month ^s transfer 
binder, the first document in the book would be 
one (1) and the number s( would run upwards 
to 499. 

The method of transferring documents (keeping 
them in a suitable permanent form) which was 
adopted in the Georgia Printing Company was 
bookbinding them in canvas covers as shown in 
plate number 4. At the end of the month, the 
documents are removed from the current file and 
sent to a book binder. The binder sews the docu- 
ments together and binds them between a regular 
cloth book cover. A month's business records be- 
come a bound book, the label on the back of which 
indicates its contents both as to the month and 
year and the first and last file number of the 
documents. About one thousand documents rep- 
resents the maximum number which can be boxmd 
to advantage in one book. The average business 
will find that this will more than accommodate 
one month's transactions. However, there is no 
objection to binding one month's records in two or 
more books. No better or less expensive way for 
filing and preserving the documents exists. In 
most businesses these documents are scattered in 
a number of vertical filing cabinets. They are 
added to for a period of a year, and then trans- 
ferred to transfer cases which are stored away, 
or if considered of little value, they are junked. 
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Junked they might well be in most cases, since 
filing them in this way makes the finding of a docu- 
ment often an almost impossible task. With the 
method which I have outlined, the documents are 
always **findable'' since they must always retain 
their numerical position in the bound books, and 
there is no need to transfer them or ** junk*' them, 
since they accumulate as a neat row of books, an 
ornament to any oflSce. 

If, for any reason, this transfer system can 
not be adopted — ^it may be that a book binder 
who can do such work is not available — some other 
method of transferring the documents must be 
used. For instance, the documents may be trans- 
ferred from the Current File to a somewhat simi- 
lar, but less expensive and less substantial Trans- 
fer Binder. These transfer binders are made in 
various types and styles of materials. They 
should have permanent posts, but the covers can 
be ordinary canvas since they are not apt to be 
handled as much as the Current Binder. The 
back of this Transfer Binder, when filled with 
documents, can be labeled exactly the same as the 
back of the bound book, so that it will be easy to 
locate the correct Transfer Binder if one is 
needed, without having to open a number of them 
to look at the numbers of the documents. 

How to Find Any Desired Document The Cur- 
rent File, as we have seen, contains many and 
various documents which are entered numerically 
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only and with no regard to their nature. It is 
most important, therefore, that any one of these 
may be located without trouble. With the exist- 
ing method of bookkeeping, these documents are 
sometimes filed alphabetically, and sometimes nu- 
merically. If the document happens to be an 
invoice of a purchase, it is apt to be filed alpha- 
betically in a **Paid BilP' file. If it happens to 
be a charge, it has to be located from the ledger 
account which refers to the page in the Sales Book 
from which the entry was made. There may be 
a half dozen different methods in use for locat- 
ing the various kinds of documents from entries, 
since the ledger accounts might refer one to any 
of the various Cash Books, Sales Books, Purchase 
Books, and other books of original entry. In the 
absence of his bookkeeper, the owner of the busi- 
ness when looking for a document might find him- 
self completely at sea. 

With the new accounting there are many 
methods but all alike in principle, for locating a 
document. It may be well to describe a number 
of cases in detail. 

Let us assume that a document is needed and the 
information concerning it is confined to the name 
of the account involved and the amount of the 
charge. Turning to the ledger account will reveal 
the document number from which the entry of 
that amount was made, and with the document 
number, finding it is a certainty. 
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Let us assume that the only information we have 
is the amount involved and the nature of the 
transaction, but not the name of the account. 
Turning to the Control Ledger and looking up the 
column until the entry in the Control Ledger is 
found will give the document number, and with 
the document number the search is ended. 

Let us assume that the only information that 
we have is the date or the approximate date of the 
transaction. Then, turning to the file and locat- 
ing the documents filed on the date in question, 
the document desired will be foxmd by turning 
them over one by one. 

It will be seen that the location of a document 
is always certain, since there are at least three in- 
dexes through which it can be discovered. Com- 
pare the absolute certainty of this new method of 
locating a document, with the helpless dependence 
upon the memory of a bookkeeper or clerk familiar 
with the intricacies of your present system I 

2. ENTEBINQ 

After a transaction has been recorded it is ready 
to be entered in the Control Ledger. The Control 
Ledger used in the new accounting replaces all the 
Cash Books, Journals, Sales Books, Purchase 
Books — in fact, all the books of original entry 
used in the conventional double-entry bookkeep- 
ing, and, in addition, the Internal Ledger or Gen- 

44 



The A B C of the New Accounting 

eral Ledger used by the old accounting. In the 
old accounting, at the end of the month, all the 
totals in the books of original entry are posted in 
the Internal Ledger, and after this posting is com- 
pleted, it is possible to balance the accounts in the 
Internal Ledger and prepare a balance sheet and 
statement of profit and loss. The use of the Con- 
trol Ledger as here recommended does away com- 
pletely not only with the books of original entry 
but also with aU the posting and balancing of the 
Internal Ledger necessary in the preparation of 
a financial statement. By taking the totals in the 
Control Ledger at any time, a complete financial 
statement is furnished. 

In order to determine the number of columns 
needed in the Control Ledger, it is necessary to 
ascertain the number of active accounts and to 
group the inactive accounts to be carried, as fol- 
lows, (the figures refer to the Control Ledger of 
the Georgia Printing Company) : 

It) the number of active Asset accounts 4 

b) the inactive Asset accounts 1 

c) the number of active Expenditure accounts 5 

d) the inactive Expenditure accounts 1 

e) the number of active Liability accounts. . . 1 

f) the inactive Liability accounts 1 

g) the number of active Income accounts 3 

h) the inactive Income accounts 1 



Total Columns 17 
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The distmotion between active and inactive ao- 
counts should be based upon the number of trans- 
actions that have to be recorded, and a rough rule 
for determining this would be that an active ac- 
count is one in which there are numerous trans- 
actions each month, while an inactive account is 
one in which there is only one, or at most only a 
few, transactions each month. For instance, the 
rent account in most businesses involves only one 
transaction monthly. Such an account would be 
an inactive expenditure account. On the other 
handy the freight account would probably be an 
active expenditure account. 

After grouping and counting the accounts in 
this way (a procedure which must be followed 
only once to be able to order a ledger with the 
right number of columns), it is an easy matter to 
determine the number of columns for which pro- 
visions must be made. There should be a column 
for each active account — for each account in 
groups **a,'' *^c/' *^e/' and **g.'* There should 
be a miscellaneous column for all the accounts in 
group **b,*' and another column for those in **d,'' 
another for those in *^f,'* and one for those in 
group *^h.'' There would thus be four miscel- 
laneous columns, and one column for each active 
account. 

In laying out the Control Ledger for the Georgia 
Printing Company, provision had to be made for 
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seventeen cohimns when starting the books. 
However, some eolunms have since been added. 
There is no difficulty in adding to or reducing the 
number of columns, or changing their titles at any 
time, and as there will probably be considerable 
changing of the headings at first, it is best to write 
in the headings for a while until the exact number 
of columns needed has been determined by the 
test of time. Then it will save time to have a 
printer print in the column headings. 

The arrangement of the Control Ledger in the 
case of the Georgia Printing Company reading 
from left to right, was as follows : 

On the left or debit side of the book : 

(a) the active Asset accounts were: 

Cash in Bank 
Petty Cash 
Accounts Eeceivable 
Materials 

(b) the inactive Asset accounts were in one column 
under the heading ''Misc. Assets" and each 
item entered in this column was identified by 
the letter following the account as shown here : 

Machinery & Tools Inventory (a) 
Furniture and Fixtures Inventory (b) 
Finished Goods Inventory (c) 
€k>ods in Process Inventory (d) 
Insurance Inventory (e) 
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(c) the active Expenditure accounts were headed: 

Discount Allowed 
Office Salaries 
Production Labor 
Sundries 
Administration 

(d) the inactive Expenditure accounts were all in 
the column under the heading ''Misc. Exp.'' 

Rent (f) 
Telephone (g) 
Insurance (h) 
Taxes (i) 

On the right or credit side of the ledger the 
headings were : 

(e) active liability accounts as follows: 

Accounts Payable 

(f) inactive Liability accounts were as follows un- 
der the heading ''Misc. Lia." 

Capital Stock (j) 
Surplus (k) 
Office Salaries due (1) 
Production Labor Due (m) 

(g) active Income Accounts were as follows: 

Charge Sales 
Cash Sales 
Discount Taken 

(h) inactive Income accounts 
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A good picture of the actual arrangement is 
given in actual size on plate 9. This also gives 
a good idea of the arrangement of the descrip- 
tion space in the Control Ledger — the date of 
the entry, the description of the item, the file 
number. 

Having ascertained the number of colmnns 
needed for your business, you can now determine 
the size and arrangement of the ledger to be used. 
The bound book used by the Georgia Printing 
Company is in my opinion suf&cient for most 
businesses. 

It is not as convenient as the loose-leaf book 
shown in plate number 10, showing the book 
closed, and plate number 11, which shows the 
loose-leaf book open. This type of loose-leaf book 
can be purchased in several different sizes-9y4 by 
11% ; 11 by 14 ; and 11 by 17 inches are the com- 
mon sizes. The stock sheets for these binders 
can be purchased with from 16 columns to 30 
columns across the double page. By using one 
short insert sheet, such as that shown in plate 
number 11, it is possible to increase the number 
of columns in a regular 24 colunm book to 44 
columns and by using two insert leaves to 64. 
With additional leaves the number of columns can 
be increased indefinitely. 

Plate number 12 shows a variety of arrange- 
ments for the Control Ledger. The flexibility of 
these sheets admits of almost any combination of 
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colamnar mling that may be required. They pro- 
vide a decided advantage over the ordmary bound 
columnar book because they do away with the 
necessity for working across an extremely wide 
page where a great many columns are needed. 
Unfortunately the description space is at the end 
of the loose-leaf sheets carried in stock by most 
stationers, and while this is not a serious objection 
to their use, it is a reason for using special forms 
as soon as the expense is justified. 

Figure A shows an arrangement with 24 col- 
umns. Figure B, with one short insert leaf, an 
arrangement with 44 columns, and Figure C, with 
two short insert leaves, an arrangement with 64 
columns. The illustration shows the use of the 
short insert leaves in the actual book. 

The accounts in groups **a'' to **d'* would be 
placed in the columns upon the debit side of the 
Control Ledger, and the accounts in group **e'' 
to **h'' upon the credit side of the Ledger. If 
the ledger selected is a bound book, the center de- 
scription space would be used for the date, the 
item, and the file number of each document. The 
headings would then be written into the columns. 
The illustration in plate 13 will make the heading 
of the columns in a Control Ledger more readily 
understood than any amount of verbal explana- 
tion. Figure A shows the headings written in a 
24 column bound book and figure B shows the 
same headings in a 24 column loose leaf book. 
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After headmg the various columns, the file num- 
bers should be written in the first page. A line 
is used for the entry of each document that carries 
a file number. Each line in the ledger should 
therefore be numbered and the number on the line 
indicates that the entry on that line corresponds 
with the document having the same file number. 
A line is thus reserved, so to speak, for each docu- 
ment that is to be entered. To trace the origin of 
any entry in the Control Ledger, it is only neces- 
sary to refer to the line number. The line num- 
ber then identifies an actual document in the 
file. 

The numbering of the lines can be done by pen 
and ink, but very neat results are obtained with a 
numbering machine. The numbering can be done 
a few pages at a time to suit the bookkeeper's con- 
venience. 

Before considering the actual procedure in en- 
tering in the Control Ledger it may be just as 
well to first consider the problem of analyzing 
transactions for double-entry bookkeeping. 

The theory of the double-entry in modern, and 
so-called scientific accountancy, is like Prof. Ein- 
stein's theory of relativity, plain as a pikestaff 
to the man who understands it, but almost impos- 
sible to explain to any man who doesn 't. But for 
the drilling which is necessary to make a person 
the master of this theory, little training and little 
study would be required to understand and keep 
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an ordinary set of books by even the present com- 
plex system of bookkeeping. 

I do not believe it necessary to enter into any 
complete explanation of this theory of modem 
bookkeeping here. I have already said that I 
am taking for granted that the reader is familiar 
with the terms of bookkeeping, and if he is 
that, we can dispense with any discussion of the 
subject. 

Preparing a document for the Current File re- 
quires that it should be, first, audited. To audit 
it, the document should be checked to insure that 
all items have been received. It should be re- 
figured to make certain that there is no error in 
the extensions and additions. Finally the docu- 
ment should be O.K.'d by the proper person in 
authority. 

It should then be analyzed. The charge stamp 
should be stamped upon it$ and in the proper 
places within the stamp there should be indicated, 
first, what accounts are to be debited, and for what 
amounts, and secondly, what accounts are to be 
credited, and for what amounts. The totals of 
the debits and credits should, of course, be the 
same to keep the books in balance. 

It should then be numbered for the Current 
File. 

It should then be posted, if it is a document 
which requires either a charge or a credit to any 
account in any subsidiary ledger. 
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It is then ready for placing in the Current File, 
and for entering in the Control Ledger. 

Entering the document involves the following 
operations : 

(a) if the amount of the transaction is to be 
charged to any Asset or Expenditure Ac- 
count, it is entered in the correct column in 
black ink (of course on the line correspond- 
ing with that of the file number of the docu- 
ment being entered) ; 

(a-1) but if the amount to be entered is a Credit 
to either an Asset or Expenditure Account, 
then it is to be entered in its correct column 
in red ink; ^ 

(b) if the amount of the transaction is to be 
credited to any Liability or Income Account " 
it is entered in the correct column in black 
ink. 

(b-2) but if the amount is a debit to any Liability 
or Income Account it is to be entered in red 
ink.* 

This procedure is a very simple one. The fol- 
lowing examples of the various kinds of entries 
taken from entries in a Control Ledger will make 
the work plain. 

*A friend of mine has called this system of bookkeeping 
''chromatic bookkeeping" because of the free use made of red 
and black ink in the Control Ledger. If the chromatic effect of 
these colors is not pleasing, there is no objection to substituting 
for the black ink, a blue or a green ink, and for the red ink, a 
purple ink. 
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Example of entry of a transaction that can be 
classified as ''a" and ^^a-L" 

A easterner has paid $100.00 on his account, 
and this $100.00 has been deposited in the bank. 
The column Accotmts Receivable is to be credited 
with the $100.00 received and the column Cash 
is to be charged with the $100.00 deposited m the 
bank. The file number is 2.* 



Mdse. 


Accti. 
Rec. 


Cash 


Date 


File 
No. 


Accts. 
Pay- 
able 


Disc. 
Taken 




100.00 


100.00 


Jan. 1 


2 







The whole operation involves merely the settmg 
down of the date and the two figures. Now note 
the following: Both the entries relate to Asset 
accounts and both columns are therefore on the 
debit side of the ledger. Since, however, the en- 
try of the amount in black is added to Ihe Cash 
column and the entry of the amount in red de- 
ducted from the Accounts Receivable column, the 
total amount of all the columns on the debit side 
is unchanged, and the balance between the debit 



* This transaction is given file number 2 because the statement 
of assets and liabilities (or the complete financial statement) 
should be the opening document. Such a statement is described 
in Chapter V dealing with ''How to Open a Set of Books," and 
is referred to as document number 1. 
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side and the credit side of the ledger is unchanged 
by the entry. 



Example of entry of case **a^^ and **b'': 
Merchandise to the amount of $90.00 has been 
purchased and is to be charged to Merchandise 
and credited to Accowits Payable. The entry is 
given file number 3 and is as follows : 



Mdse. 


Accts. 
Bee. 


Gash 


Date 


File 
No. 


Accts. 
Pay- 
able 


Disc. 
Taken 


90.00 


100.00 


100.00 


Jan. 1 
Jan. 2 


2 
3 


90.00 





As Merchandise (an asset account) is to be 
charged^ the entry is made in black, and as -4 c- 
counts Payable (a liability account) is to be cred- 
ited, the entry is also made in black. A totalling 
of all the columns on the debit side and then on 
the credit side will show both sides of the ledger 
to have been increased by $90.00 with the Control 
Ledger still in balance. 



Example of case **a-l'' and **b-2^': 
A check has been issued and given out in pay- 
ment of an account amounting to $80.00. Cash 

55 



The A B C of the New Accoimting 

is to be credited, and Accounts Payable charged 
with this sum. The entry is given file number 4 
and is as follows : 



Mdte. 



90.00 



Accts. 
Rec. 



100.00 



Cash 



100.00 
80.001 



Date 



Jan. 1 
Jan. 2 
Jan. 3 



FUe 
No. 



2 
3 

4 



Aocta. 
Pay- 
able 



90.00 

80.001 



Disc. 
Taken 






Since an Asset, Cash, is to be credited, the entry 
is in red, and since a liability. Accounts Payable, 
is to be charged, the entry is also in red. The 
Control Ledger remains in balance. 



Example of case involving entries classified as 
*'a,''"b,"and**b-l'': 

A check has been issned and given ont in pay- 
ment of an account amounting to $90.00. The 
check is for $88.20, discount at 2% amount- 
ing to $1.80 having been deducted. The entry is 
given file number 5 and is as follows : 



Mdse. 



90.00 



Aecta. 
Beo. 



Gash 



100.00 



100.00 

80.00 
88.20 



Date 



Jan. 1 
Jan. 2 
Jan. 2 
Jan. 3 
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File 
No. 



2 
3 
4 
5 



Accta.- 

Pay- 

able 



90.00 
80.00 
90.00 



Disc. 
Taken 



1.80 



The A B C of the New Accounting 

Since the asset, Cash, is credited, an entry is 
made in red ; since a liability. Accounts Payable, 
is debited, an entry is made in red; smce an in- 
come acconnt, Discotmt Taken is credited, an en- 
try is made in black. 

The $1.80 Discount Taken is added on the 
credit side of the ledger, and in order to ascertain 
the net charge made by both entries on the credit 
side of the ledger, it must be deducted from the 
$90.00 charged to Accounts Payable. Thus the 
net entry on one side of the ledger is in balance 
with that on the other. 

By referring to plate number 9, the entries 
above described are shown as they appear when 
made in a bound Control Ledger. A study of 
plate 9 will show additional entries, and make it 
easier to understand the method of using the Con- 
trol Ledger than any amount of textual instruc- 
tion. 

These examples, I believe, make the method of 
entering sufficiently plain. They will also furnish 
an explanation of the grounds or premises for 
the following rule for balancing the Control 
Ledger : 

After deducting the total entries in red from 
the total entries in black (the total credits from 
the total charges or vice versa), in each column, 
deduct the totals of columns in red (if any) from 
the tot^s vn black, first on one side and then on 
the other side of the ledger. Then add together 
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aU the totals on the credit side, and then on the 
debit side. The two totals tuUl he alike if no error 
has been made. 

3. POSTINO 

Perhaps it might he just as well, hef ore discuss- 
ing the subject of posting in the Accounts Beceiv- 
able and Accounts Payable Ledgers, to consider 
the ledger problem itself, for the type of ledger 
which is used determines how rapidly and accu- 
rately posting proceeds. 

There are innumerable types of ledgers, but the 
following four types are those in general use and 
may be briefly described as follows : 

The Bound Ledger. This is the original, and 
now considered old-fashioned, ledger. If the busi- 
ness has a rather simple bookkeeping problem, 
this ledger will be suflScient. The accounts are lo- 
cated by means of an alphabetical index in the 
front of the book. 

The Loose-Leaf Ledger. This consists of a 
more or less elaborate binder and individual 
ledger sheets which can be inserted and withdrawn 
at will. Each account is given one loose ledger 
sheet. The sheets are filed in the ledger alpha- 
betically, and each account given a number under 
its alphabetical division. An index to the num- 
bers is used as the division sheet between each 
alphabetical division. 
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The Card Ledger. This consists of a cabinet (a 
stand in the visible card systems) in which the in- 
dividual ledger cards are filed. Each account is 
given one card. The accounts are filed alpha- 
betically and numerically ia some cases, and in 
others very elaborate systems of indexing are 
used. The so-called visible card systems are also 
used for filing ledger cards. 

The Register Ledger. This consists of a cabi- 
net and arrangement for filing duplicate charge 
slips. The charge slips are made out in duplicate, 
the balance due from the account carried forward 
on each slip, and the duplicate slips filed in the 
cabinet to the name or number of the customers' 
accounts. There are many types of these cabi- 
nets on the market. They were first devised to 
meet the needs of retailers doing a charge busi- 
ness. With a register ledger, I recommend the 
use of a cash register so that only the totals need 
be entered in the Control Ledger daily. 

To these four types of ledgers, a fifth type may 
now be added — the columnar Control Ledger 
which I have described in this book, and which 
takes the place of the Internal or Private Ledger 
in existing bookkeeping. 

With the new, as with the present system of ac- 
counting, any type of subsidiary ledger may be 
used. The ledger adopted must serve to meet the 
posting requirements of the business. The 
method of controlling the ledger must be adjusted 
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to the type of ledger which has to he used, and not 
the type of ledger adjusted to the method of 
control. 

In the vast majority of cases some type of 
loose-leaf ledger serves hest. Whether with a 
loose-leaf ledger all the ledger accounts— cus- 
tomers, creditors, and internal accounts — are kept 
in one hinder with each class of accounts sepa- 
rated by a heavy division sheet, or whether they 
are in two or more binders, is a matter which 
should be regulated by the number of accounts of 
each kind. 

In the case of the Georgia Printrag Company, 
card ledgers were adopted for both customers' 
accounts and creditors* accounts. The ordinary 
5 by 8 inch ledger card happened to meet the re- 
quirements of the business admirably. They had 
a great many sale and purchase accounts, but the 
number of transactions with most accounts in the 
course of the year was not sufficient to justify the 
use of a large ledger sheet. The card ledger 
therefore served them well. There was one card 
cabinet for the Accounts Receivable Ledger and 
one cabinet for the Accounts Payable Ledger. 
There were no other ledger accounts as all the in- 
ternal accounts were carried in the Control 
Ledger and required no posting. 

At the time a document is analyzed it is easy to 
determine whether it requires posting in the sub- 
sidiary ledgers. If it is a duplicate bill, or a 
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purchase mvoice, or a remittance from a cus- 
tomer or to a creditor, the account to be charged 
or credited is noted within the charge stamp when 
analyzing the document. The document is then 
numbered, after which it is ready for posting. 
Posting itself is much the same as with the ex- 
isting systems of accounting. Instead of writing 
the page number of the book from which an entry 
is posted in the folio column of a ledger account, 
the file number of the document is used. 

Each account card in the Georgia Printing 
Company card ledgers carried an account num- 
ber. After the document was posted, the account 
number was written in the space provided' for that 
purpose on the form or within the charge stamp 
on the document. This was done to sho^v^, first, 
that the document had been posted, and secondly, 
the number of the account to which it had been 
posted. The account numbers are inserted in the 
**No.'' columns of the charge stamp. 

The file number of the document was written in 
the folio column of the ledger card instead of, as 
in the old accounting, the page number of the 
book from which the posting was made. Thus it 
was possible to refer from the document in the 
file to the posting in the ledger, and from the 
ledger account by means of the file number to the 
document in the file. 

The operations in posting can be summarized 
as follows : 
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First, when the document is analyzed, the ledger and 
ledger account to which it is to be posted is indicated 
in the charge stamp; 

Secondly, it is posted to the ledger account, and the 
ledger account number noted in the charge stamp ; 

Thirdly, the file number of the document is written in 
the folio column in the ledger account 

The document is then ready for filing and post- 
ing is complete. 

Irrespective of the numher of subsidiary ledgers 
in use, the following principle obtains in all 
and may be stated thus : 

A svbsidiary ledger, let us say the Accounts 
Receivable Ledger, is controlled by the Accounts 
Receivable column in the Control Ledger. If any 
other subsidiary ledgers are in tise — Private 
Ledgers, Cost Ledgers, Departmental Ledgers, 
Inventory Ledgers, etc., — they can be controlled in 
the same way by adding a column in the Control 
Ledger and making the entries in that column of 
the Control Ledger correspond with each item 
posted in the subsidiary ledger. 
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CHAPTER IV 

THE JTEW ACCOUNTING AND BIG BUSINESS 

In any business where the volume of bookkeeping 
is so great as to assume the proportions of a pro- 
duction problem, machinery must be used to re- 
place hand work wherever possible. No matter 
how expensive the equipment; the saving in labor 
and the increase in eflSciency make the invest- 
ment in it trifling. 

This does not indicate that the principles of 
what I have called natural accounting are inappli- 
cable. On the contrary, the greater the volume 
of bookkeeping and the more complicated the 
operations which must be recorded, the greater is 
the increase in efl5ciency and the saving of time 
and labor with the new accounting. In such an 
office, machinery and equipment, very different 
from that previously described, must be used. 
The principles described should be in full opera- 
tion in such an office — the practice would be dif- 
ferent. In such an office, bookkeeping machines 
are probably already in use. It is obvious that the 
controlling of such machines by means of a Con- 
trol Ledger as heretofore described, would not be 
efficient. In such an office, with a great volume of 
individual transactions to be ** double-entered, ' * 
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the making of entries into the Control Ledger as 
described in the preceding chapters, would be a 
tremendous task. 

The solution of this difficulty is simple. The 
function of the Control Ledger changes. It be- 
comes a book with about thirty entries a month — 
each of these entries controlling the day's entries 
on the machines. 

Do you then dispose of the double-entry on each 
itemf 

You do not. What you do is to install a ma^ 
chine which records the double-entry for you. 

Such machines are now on the market. Other 
machines that have been on the market for some 
time can be (with a little expenditure and ingenu- 
ity) adapted to the purpose. With their aid, one 
man can make from ten thousand to twenty thou- 
sand entries in one day. I do not believe that 
there is any business in the country which cannot 
be handled by one or more .of these machines. 
And with them be supplied with a complete, accfjh 
rate and scientific financial statement daily. 

In principle, the new accounting is the same in 
a large office as in a small office. In practice, 
various modifications of the methods I have else- 
where, recommended must be introduced. In a 
large office, the division of labor has to be so 
minute that provision must be made to enable 
many people to work upon the books simultane- 
ously. The following suggestions will, I believe, 
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be helpful in adapting the instructions given in 
this book to the needs of big business. I am 
not attempting to describe the manner in which 
machinery can be used to replace the Control Led- 
ger because this would take up more space than 
can well be devoted to the matter in this book. 

Documentation. One of the inherent advantages 
of this method of accounting arises from the fact 
that the system of filing documents makes it pos- 
sible for any number of persons to work at the 
same time upon the recording of transactions in 
documentary form. Billing may be subdivided 
among any number of clerks; cash receipts may 
be recorded upon cash registers or upon suitable 
forms by any number of cashiers or mail clerks, 
and purchase invoices audited by many different 
persons prior to the time that they are ready for 
placing in the files. As documents are finished 
by the person engaged in recording transactions, 
they should be numbered with the centrally lo- 
cated numbering machine previously described. 
They are then analyzed, and ready for posting. 

Posting. The subject of posting needs no treat- 
ment here at all. The work of posting is so simi- 
lar to the existing usage that the methods for sub- 
dividing the posting which are in use to-day will 
serve with the new system of accounting. 

FUing. After the documents have been posted, 
in fact, only after every possible operation in con- 
nection with the document has been finished, they 
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are ready for filing. As they have already been 
numbered, all that the clerk in charge of the Cur- 
rent File has to do is to place the document in 
its correct numerical position. 

If the work of the office is such that several peo- 
ple are apt to be looking up documents in the Cur- 
rent File at the same time, the period of time 
during which documents are placed in the Current 
File can be shortened, and the documents trans- 
ferred to a Transfer Binder every week. If this 
does not meet the requirements of the office, then 
the Current Binder can be restricted to a given 
number of documents — ^a multiple of the number 
of documents recorded on a single page of the 
Control Ledger being advisable in determining 
the number of documents to be filed at one time. 
If forty documents are entered on a single page 
of the Control Ledger, then whenever 120 docu- 
ments have been filed, a transfer should be made. 
This sort of subdivision of the file will make it 
easy for two or more people to have access to cur- 
rent documents, it being extremely improbable 
that documents in the same subdivision of the file 
would be needed by more than one person at the 
same time. During the actual posting of each 
day's work it is true that maQy people will have 
to handle that day's documents, but that is al- 
ready taken care of by the suggestion that the 
documents should not be placed in the Current 
File until they have been posted and entered. 
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The Cbntrol Ledger. The subdivision of the 
Control Ledger is apt to be found necessary only 
in those large offices where machinery has not for 
some good reason been installed. One book- 
keeper, working upon the Control Ledger, can 
record as high as one thousand documents in one 
day. If the number of entries exceed this, or the 
nature of the entries is such as to make it neces- 
sary for more than one bookkeeper to work upon 
the Control Ledger, it would have to be sub- 
divided. 

It can be subdivided and the work of entering 
divided among any number of bookkeepers by 
using a loose-leaf Control Ledger and assigning 
to a given bookkeeper one or more pages covering 
a certain number of documents. Three pages 
of a forty-line book would record 120 documents. 
Bookkeeper Jones could be assigned three pages 
carrying the file numbers of documents 1 to 120; 
Bookkeeper Smith the sheets with numbers from 
121 to 240. Each bookkeeper would then have to 
enter upon these sheets the 120 documents whose 
numbers had been assigned to him, and after com- 
pleting the entry of them, would place them in the 
Control Ledger. 

By keeping the Control Ledger sheets in tem- 
porary binders they can be conveniently handled 
and kept neat and clean until the time they are 
bound in the Control Ledger. 
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It will be seen that these suggestions do not, in 
any way, increase the number of records which 
have to be kept. The record is simply subdivided 
for the period of time during which many per- 
sons work with them. After that time, they are 
gathered together and the work of balancing the 
accounts and preparing financial statements is un- 
changed. 

Where records of sales, cash receipts, pur- 
chases, and so forth, may be needed in several 
departments, one or more carbon copies of the 
originals should be prepared. To-day this sepa- 
rate record is furnished, at the expense of the 
present complexity of bookkeeping, by having the 
entries made in different books. With the natural 
accounting in nse, if it is essential that a separate 
record of sales be provided, all that the billing 
clerk would have to do is to make out the bills in 
triplicate. The original would go to the customer, 
the duplicate into the Current File, and the tripli- 
cate into a separate Sales Binder. 
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CHAPTEE V 

HOW TO OPEN A SET OP BOOKS 

No better picture of the simplicity of bookkeeping 
by the new accounting can be given than to paint 
the scene when I opened the books of the Georgia 
Printing Company. 

I had before me a pnnch, a Current File (a 
binder size 8% by 8% inches), and a twenty-four 
column bound book Control Ledger such as is 
shown in plate number 3. All the so-called 
supplemental equipment was added as need for it 
developed from time to time. There were no 
printed or ruled forms available. None had as 
yet been devised. 

The bookkeeper had prepared a statement of 
Assets and Liabilities as of December 31st at my 
request. This statement was as follows : 

STATEMENT OF ASSETS AND LIABILI- 
TIES AS OF DECEMBER 31ST 
GEORGIA PRINTING COMPANY 

Assets : 

Cash 
Cash Balance in Bank 419.40 

Petty Cash Balance 20.10 
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Materiak 

Finished Goods, In- 
ventory $1,210.30 

Materials, Inventory 575.20 

Goods in Process, 
Inventory 3,250.00 5,035.50 

Miscellaneous Assets 

Insurance, Inventory $141.80 

Machinery & Tools, 
Inventory 4,312.00 

Furniture & Fix- 
tures, Inventory 1,050.00 5,503.80 

Accounts Receivable 13,989.30 $24,968.10 

LlABHiinES : 

Accounts Payable 16,833.90 

Miscellaneous Liabili- 
ties 

Office Salaries Due 54.10 

Production Labor — 
Wages due 102.20 

Capital Stock 5,000.00 

Surplus" 2,977.90 8,134.20 $24,968.10 

This statement was punched and numbered 1. 
It formed the opening document of the file. 

I then took the Control Ledger and wrote in the 
headings covering the various accounts mentioned 
on the financial statement. Plate number 9 
shows the way in which these headings were filled 
in. It also shows the manner in which the vari- 
ous items were distributed on line number one. 
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The books were then opened. 

Simple, wasn't it? 

Later the various inventories mentioned in the 
statement and the trial balance of the Accounts 
Receivable Ledger and of the Accounts Payable 
Ledger were assembled. These documents were 
all punched and given the numbers 1-a, 1-b, 1-c 
and so on. Not only was the financial statement 
fixed in a permanent record, but all the documents 
from which the statement had been prepared were 
preserved with it. There were no Journal entries. 
The documents explained themselves better than 
any amount of entries in a Journal could. 

To open the Control Ledger nothing more elab- 
orate is required than to have a financial state- 
ment for document number one. This statement, 
if it is prepared at the beginning of the fiscal year, 
would consist of a balance sheet. If the books 
are opened in the middle of the fiscal year, it may 
be desirable to carry forward the profit and loss 
accounts as well. In that event the profit and 
loss statement may either be treated as document 
number two or as document 1-b. The only prac- 
tical difference between these two methods of 
numbering the profit and loss statement is that 
in the one case the Assets and Liabilities would be 
entered on the first line of the Control Ledger and 
the Profit and Loss statement on the second, while 
in the other both statements would appear on the 
same line. 
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CHAPTER VI 

HOW TO BECOBD CASH RECEIPTS 

Bepobb actually describing various methods of re- 
cording cash receipts, a little consideration of the 
sources from which cash may come into a business 
(and the accounts to which the cash must there- 
fore be credited), and also the dispositions made 
of the cash (and therefore of the accounts to 
which the cash must be charged) will be helpful. 

Cash may be received from any of the following 
sources : 

Cash sales 

Collections 

Notes paid 

Notes discounted 

Capital investment by the owners of the business. 

The cash received from these various sources is 
generally disposed of through one or more of the 
following channels : 

It is deposited in the bank. 

It is placed in the cash drawer, and used for petty 
cash or sometimes for payments that must be made in 
cash. 

It is taken by the owner or owners of the business 
and used personally. 
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PLATE No. 14. DUPijiCATE deposit slip, the method of 

ENTERING THIS TRANSACTION IN THE CONTROL LEDGER IS 
SHOWN ON PLATE NO. 9 AS FILE NO. 6 



How to Record Cash Receipts 

In the case of the Georgia Printing Company, 
every cent received in the course of business — 
and this even included postage stamps — ^was de- 
posited in the bank. Occasionally stamps were 
received, in which case the stamps were **sold** to 
the cashier who paid for them with cash. The 
cash was then included with the deposit sent to the 
bank. This is the procedure which I recommend 
in every business in which it is practicable. 
Where cash is needed, whether for petty cash dis- 
bursements, for the payroll or otherwise a check 
should be drawn for the sum needed so that a 
voucher is created which shows to whom the money 
is paid and for what purpose it was used. 

If, however, this is not practicable in your busi- 
ness, an account should be opened for the propri- 
etor, or whoever is the recipient of money, and 
the amounts turned over to him recorded exactly 
the same as if the money were to be deposited in 
a bank. Instead of charging the regular cash 
column in the Control Ledger, the cash thus dis- 
posed of should be charged in a separate column 
to the proprietor. 

The Duplicate Deposit Slip Method. This is the 
simplest method of recording cash received, and 
merely requires the making of the bank deposit 
slip in duplicate. The original is given to the 
bank, and the duplicate numbered, posted and 
filed in the Current File. The duplicate slip must 
show, in addition to the amounts received : 
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The account to be credited, 

The discount or deductions, if any, 

The total amount to be credited to the account, and 

The net amount of actual cash received and deposited. 



A typical duplicate deposit slip is illustrated on 
plate number 14. 

As soon as the duplicate deposit has been num- 
beredy the accounts to be credited in the Accounts 
Receivable Ledger should be posted. On the slip 
illustrated the posting is indicated in the cus- 
tomer's ledgers by the account numbers 23 and 14. 

The entry in the Control Ledger is indicated in 
the charge stamp^ which shows that it was entered 
on page 1, and that Cash was charged $117.20; 
Discount Allowed was charged $4.38, making a 
total of $121.78 which was credited to the Accounts 
Receivable account. 

The slip is then filed, and the recording of the 
cash finished. 

Cash Record Method. The use of a regular Cash 
Received form is recommended by the writer as 
being better adapted to a business of any magni- 
tude and as being neater than the use of actual 
duplicates of the deposit slip. The form illus- 
trated by plate 15 is used in place of a duplicate 
of the deposit slip. 

This form is filled out exactly as in the case of 
the duplicate deposit slip, but the distribution is 
made by columns, thus facilitating the making of 
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PLATE No. 15. CASH received form, the entry of the 

CASH receipts RECORDED ON THIS FORM IN THE CONTROL 
LEDGER IS SHOWN ON PLATE NO. 9 AS FILE NO. 9 



How to Record Cash Receipts 

totals as well as avoiding the use of the rubber 
charge stamp, and often the figuring of the dis- 
tribution of the items separately on a piece of 
scratch paper. 

The total credit due to each account is entered 
in "Total Credit*' column. When posted in the 
Accounts Receivable Ledger, the account number 
is written in the checking column immediately 
after the name. The Discounts Allowed are en- 
tered first for each item; then totalled. If there 
are miscellaneous deductions (perhaps a freight 
allowance) these are entered in the two columns 
provided for, stating the "Account'' to be charged 
with the deduction, and the "Amount." The 
total of the entries in the "Net Cash Received" 
column would, of course, agree with the bank 
deposit. 

Entering the Cash Received form shown in plate 
15 in the Control Ledger involves charging the 
bank with $117.20, being the amount deposited; 
charging Discount Allowed with $4.38 ; and credit- 
ing Accounts Receivable with $121.58. 
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CHAPTER Vn 

HOW TO BECOBD PAYMENTS BY CHECK 
1. THE CHECK VOUCHEE METHOD 

Before issuing any check, a check voucher is 
drawn. The form illustrated on plate 16 will 
cover all requirements admirably. Variations of 
this form may be made to fit individual needs, but 
provision should always be made for the follow- 
ing information: 

First, the name of the payee. 

Second, the amount of the check. 

Third, the amount to be charged and whether Dis- 
count or any other account is to be credited for 
any deductions. 

Fourth, the name of the bank, if funds are kept in 
more than one bank. 

Fifth, the date and number of the check. 

This voucher, after having been filled out and 
approved, is then given its file number, and a 
check in conformity to it, drawn. After the check 
has been drawn, it is possible to complete the 
voucher and insert information concerning the 
date, bank and number of the check. The check 
is then issued and the voucher filed in the Current 
File. 
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How to Record Payments by Check 

Entering the Check Voucher. The entry in the 
Control Ledger should show : 

First, the date, check number, payee, etc., in the de- 
scription space. 

Second, the amount of the check, credited to Cash. 

Third, the amount of the discount, if any, credited to 
Discount Taken. 

Fourth, the account for which the check is drawn, in 
this case Accounts Payable, charged with the total 
amount paid on the account. 

The Control Ledger page number is then en- 
tered on the voucher and the entry is completed. 

The Checks. It is immaterial, with this system 
of making payment by check, whether the checks 
used are taken from, a check book having a stub, 
or from a pad of checks which are numbered (just 
as in the check book) but which have, of course, 
no stubs. 

If the check book is used, the stubs may or may 
not be used to carry the bank balance. This is a 
minor matter that each business man can decide 
for himself. If the Control Ledger is kept up-to- 
date — and since it is a ledger that takes the place 
of all the other books previously used it should he 
kept up-to-date — ^the bank balance will be shown 
by the totals carried forward in the Cash column. 
Keeping the record on the stub of the check book 
is a duplication of the Cash record in the Control 
Ledger. It may prove a convenience to some men 
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which would offset the slight additional labor in- 
volved. Personally, I believe it involves a waste 
of effort. 

Bank Balance Memorandum Book. If the checks 

are padded, and no stub can be used, and it is still 
desired to keep separately a record of the bank 
balance, the following memorandum book may be 
used for that purpose. It serves as a sort of check 
register as well. 

An ordinary memorandum book should be used 
on the left hand pages of which the deposits would 
be noted and on the opposite pages the checks 
drawn. No information concerning the checks 
aside from their numbers is really needed, though 
there is sufficient space on the line to write the 
date, the name or any other information. Add- 
ing the amount of checks drawn together, and de- 
ducting the total from the deposits would give the 
balance at all times. 

2. THE DUPUOATE CHECK METHOD 

This method differs from the previous method 
in that no check voucher is drawn. When a pay- 
ment has to be made the check is prepared in 
duplicate by using carbon paper; the original 
check with the detachable voucher is then given 
to the payee, and the duplicate is retained for 
bookkeeping purposes. Plate 17 illustrates an 
original and a duplicate of such a check. 

78 




I 

<2 









fe CO 

o < 



o 

Z 
o 



Eh 
Hi 

1^ ^ 



Eh 
Z 

W 
Eh 



OS 

O 
o 

o 



w W O 



U1 



o 



< 



Eh 



< 



PS 
o 



Eh 

<; 

Pui 

Jz: 
o 

Jz: 

o 

W 






o 



1 



How to Record Payments by Check 

It will be seen that the duplicate would contain 
all the information obtainable from the check 
voucher. The duplicate is numbered for the file, 
posted^ and entered in the Control Ledger just as 
the check voucher was posted and entered in the 
method previously described. 

The same method of keeping track of the bank 
balance may be used with the duplicate check sys- 
tem as with the check voudier system. 
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CHAPTER Vm 

HOW TO BECOBD CASH AND PBTTY CASH PATMSNTS 
1. MAKING DISBX7BSEMENTS FBOM CASH 

If a disbursemetit is made in cash, whether from 
the cash drawer, safe or from any other supply 
of cash, a cash payment voucher should be used. 
If such payments are so rare that they do not 
justify the printing of a special form, an ordinary 
slip of paper or a journal form such as is shown 
in plate 18 can be used for this purpose. If they 
are regular occurrences, a special form will insure 
that none of the essential information is over- 
looked in recording the payment. 

The cash payment voucher is entered and 
posted much the same as a check voucher or dupli- 
cate check, only instead of crediting the bank with 
the cash withdrawn, credit is given either to the 
cash drawer, or if the cash is advanced by the 
owner of the business or some other individual, 
credit is given to their account. When posted and 
entered, the bookkeeping in connection with this 
transaction is complete. If the payment is actu- 
ally made from the Petty Cash fund but is of such 
a nature that it is not desired to group this pay- 
ment with other petty cash payments, then the fact 
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How to Record Cash and Petty Cash Payments 

that it should nevertheless be credited to Petty 
Cash is automatically cared for. When entering 
or filing the other petty cash transactions on the 
Petty Cash Becord later described, this payment 
can be ignored. 



2. MAKING PETTY GASH DISBUBSEMENTS 

By the method here described, Petty Cash can 
be controlled and audited to a degree that is al- 
most unknown in most firms. Not only can the 
total amount of petty cash payments be known, 
but the various expenditures can be readily 
grouped and every Petty Cash Voucher or record 
quickly and satisfactorily examined. 

The Petty Cash Box is supplied with its cash 
either by drawing a check for that purpose, or by 
making a payment and making record of it as pre- 
viously described. 

Let me describe a series of Petty Cash trans- 
actions in the case of the Georgia Printing Com- 
pany. 

Petty Cash had cash on hand amounting to 
$20.10. It was charged with that amount on the 
first line (recording the opening financial state- 
ment) of the Control Ledger. As the cashier 
made disbursements, he accumulated documents 
of various kinds for each sum of money disbursed. 
In the case of car fares, or other expenditures 
for which receipts cannot be obtained, ordinary 
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trutiK 



Petty Cash Vonchen saeh as those for sale in all 
stationeiy stores are used* These yonehers the 
cashier aocumulated in the Petty Cash Box, so 
that the $20.10 originally in the cash box is always 
represented either by the cash still on hand or by 
vouchers or receipts. When his cash ran short, 
the cashier drew a check for $45.00 which made 
a total of $65.10 charged to Petty Gash in the Con- 
trol Ledger. TVhen the Petty Cash again ran low, 
the proprietor, thinking that Petty Cash had 
already been charged with $65.10 nnacconnted for 
on the books, asked the bookkeeper to make an ac- 
connting of the $65.10 before drawing any more 
money. 

The cashier then took one of the enveloi^es 
shown in plate 19. The specifications * for print- 
ing such envelopes are given in the footnote 
below. 

After entering on the envelope the amonnt of 
cash with which he began, as shown by the finan- 
cial statement, he entered payment of $45.00 made 
to Petty Cash. Then, taking his vonchers, he 
listed them item by item in the space provided 
for that purpose, distributing the amounts among 
the columns to which the expenditures were to be 
charged. The difference between the two entries, 

* Petty Cash Envelope — Specifications: Light weight manila 
catalog envelope — not more than 8% inches deep. Flap opening 
at end, and perforated at the bottom with two holes to fit in Cur- 
rent Binder. Print in blue ink. 
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How to Record Cash and Petty Cash Payments 

the $65.10 cash received and the $47.03 expended, 
naturally equalled the amount of cash on hand. 

All the vouchers and receipts were then placed 
inside the envelope, and the envelope given its 
file number and filed. 

The Petty Cash record was then entered in the 
Control Ledger, Petty Cash being credited with 
the total amount of the disbursements, and the 
accounts for which disbursements had been made 
being charged with them. The credit to Petty 
Cash, being deducted from the $65.10 previously 
charged to it, left the actual charge against Petty 
Cash in agreement with the amount actually in 
ike cash box. The proprietor of the business 
could then examine at any time the disposition 
of the Petty Cash by simply going to the Current 
File and looking over the vouchers in the Petty 
Cash Envelope. 

3. MAEIKO PETTY GASH DISBUBSEMENTS BY THE 
IMPBESSED FUND METHOD 

This method differs from the previous one in 
that it automatically requires the making out of 
a Petty Cash envelope or report whenever addi- 
tional cash is drawn. It has a further advantage 
in that the maximum amount at any time in the 
Petty Cash is determined by design and not by 
chance. Let us assume that the maximum amount 
is fixed at $25.00. Let us further assume that at 
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How to Record Cash and Petty Cash Payments 

the tune the Impressed fmid system is first used 
the balance m the Petty Cash Box is $20.10. A 
check is then drawn amomiting to $4.90 and 
charged to Petty Cash. The total charge then to 
Petty Cash is $25.00. The cashier then proceeds 
to make disbursements therefrom, accumulating 
vouchers covering the expenditures, just as previ- 
ously outlined. When he feels that he needs addi- 
tional funds, he makes out a Petty Cash envelope, 
as previously described, and places it in the file, 
crediting Petty Cash with the amount disbursed, 
and charging the various accounts as previously 
explained. Let us assume that the balance left 
is $5.40. He then draws a check for $19.60 which 
is the amount disbursed and charges that to Petty 
Cash. This brings his fund up to $25.00 again. 
The whole cycle of operations is then ready to be 
repeated. 

4. MAKING PETTY CASH DISBUBSEMEKTS WITHOUT 

THE USB OP PETTY GASH FUND 

In many small businesses, and even in some 
large ones, petty cash expenditures are made by 
various individuals and are finally paid for with- 
out going through a petty cash fund. In sudi 
cases, the person making the disbursements should 
keep track of them by accumulating vouchers or 
making out memoranda which will serve the same 
purpose. When they are turned in, the book- 
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How to Record Cash and Petty Cash Payments 

keeper should make out a Petty Cash envelope. 
However, instead of crediting the disbursements 
to Petty Cash, he should credit them to the ac- 
count of the individual who makes the advances. 
They can then either stand as a credit to the in- 
dividual account, especially if he happens to be the 
owner of the business, or he may draw a chec^ 
for the entire amount credited. In this latter case, 
the check should be charged, not to Petty Cash, but 
to the individual previously credited with the dis- 
bu]r8ements. 
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CHAPTER rx 

HOW TO BBOOBD OHABOE 8AUS8 

Bboobdino charge sales by the new accounting 
does not make it necessary to diange in any way 
the order system which may be in use. The or- 
ders (from which the bill clerk makes out the 
bills) are really records that have to deal mainly 
with the actual selling and then the assembling, 
packing and shipping of merchandise. The or- 
ders may therefore be filed in any way that meets 
the needs of each business. I have, however, one 
recommendation to make that should be embodied 
in all order systems and this is, that the order 
nimiber should be placed upon all Blls and an 
order file kept with the orders filed numerically. 
This will make it possible to refer from the dupli- 
cate bills to the order from which each was made 
out. 

The Order System. The order form shown on 
plate 20 can be used to advantage as a model for 
such forms. By using carbon paper, any number 
of copies desired may be made with one writing, 
it being advisable in many cases to have at least 
two copies of each order made out. One copy is 
kept in the office in a loose leaf binder, and filed 
alphabetically. The duplicate copy is sent to the 
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How to Becord Charge Sales 

order derk for attention, where it is placed in a 
temporary clutch binder. When an order is ready 
for shipment, this order blank is removed from 
the binder and is sent with the goods to the ship- 
ping derk, who, after making the necessary nota« 
tions as to shipment, etc., sends it to the book- 
keeping department for proper treatment. It is 
then billed, and the file number of the bill placed 
upon the order. The order is then filed in a binder 
according to order numbers in rotation, the origi- 
nals being filed alphabetically. When the order 
has been billed, the office original should be de- 
stroyed. The original orders in the office will 
then show all the unfilled orders on hand. 

Billing. Perhaps as much if not more thought 
has been devoted to methods of billing than to any 
other phase of bookkeeping. Efforts have been 
made not merely to reduce the number of opera- 
tions in billing but to kill two birds with one stone 
and to do the billing in such a way as to avoid 
the need of posting from the bills into the ledger. 

Here is a simple, economical and accurate sys- 
tem used for billing in connection with this system 
of bookkeeping. The bill f drm is illustrated in the 
accompanying plate number 21. This method af- 
fords the best arrangement of the charges for the 
purpose of posting, and has the still further ad- 
vantage, that charging and billing may be done 
in several parts of the premises and the sheets 
brought together from the various departments 
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How to Becord Charge Sales 

at the close of the day's hasiness. For credit 
memoranda, duplicate hills, C.O.D. shipments, etc., 
the same bill heads may be used by using rabber 
stamps for marking bolh the bill and copy to show 
the nature of the transaction. The original bill 
heads are put up in pads ; between the biUs, mani- 
fold sheets for the duplicates are bound, punched 
with apertures for filing in the Current File* 
When a bill is to be made out, a sheet of carbon 
paper is placed underneath, and the bill written 
either with pencil, pen or on the typewriter, pro- 
ducmg an exact copy with only one writing. The 
duplicate sheets containing the copies of the bills 
are then numbered and filed in the Current File. 

The size of the bills should be from 5V2 to 8% 
inches in depth but any size that does not exceed 
8^ by 8% inches may be used. Original and 
duplicate bills are required. Only the duplicate 
should be punched to fit into the Current File. 
The duplicate need not, however, be printed if the 
description which is written upon each bill is suf- 
ficient for bookkeeping purposes. The bills used 
by the Georgia Printing Company were 5% x 8V^ 
inches in size. 

Provision should be made on the printed bill for 
the following : 

First — ^the date 

Second — ^the order number 

Third — ^name of the account 
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How to Eecord Charge Sales 

Fourth-— description of item sold sa£Seient to enable 
the bookkeeper properly to analyze the bill 
Fifth — ^amounts charged. 

The original is sent to the cnstomer and the 
duplicate retained for bookkeeping purposes. 

One advantage of the system of billing each sale 
on an individual bill is that it makes it possible 
to attach to the duplicate of the bill, receipts or 
other documents which may prove of value and 
which are ordinarily buried in other places. 

Individual receipts received from the customer 
or from the transportation company or even from 
the truckman, can be either pasted with mucilage 
to the back of the duplicate bill, or punched and 
inserted in the binder, and given tbe same num- 
ber as the bill to which it refers. 

In some concerns the volume of billing may be 
so large that the sheer number of bills makes it 
inadvisable to file the bills with all other docu- 
ments in the Current File. Or, it may be that ex- 
pensive equipment for billing in special bill books 
makes it inadvisable to adopt the system of bill- 
ing here described. 

In that event the billing can continue just as 
under the old system of accounting, with posting 
from the Sales Book to the Accounts Receivable 
Ledger. In order, however, to control the posting, 
recapitulation of the sales in the Sales Book 
should be filed in the Current File at least once a 
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How to Becord Charge Sales 

month, and the recapitulation only entered in the 
Control Ledger. 

Plate number 22 is a Becapitnlation form on 
which the total amount of each bill is entered, 
either at the time the bill is made out, or when 
the duplicate bills are being iK>8ted to the Ledger. 

This record shows at all times the total amount 
of goods charged and credited during any given 
period. At the end of each day, week or month, 
as desired, the total amount of sales can be entered 
in the Control Ledger as one item, and the Re- 
capitulation form filed in the Current File. 

Another method, which would do away with the 
use of a Recapitulation form, is to take the group 
of bills to be entered and run off the amounts 
billed on an adding machine. The adding machine 
strip is then given a file number and dated and 
placed in an envelope. The charge stamp is 
struck upon the envelope, it is punched and given 
the same file number as the strip. Entry in the 
Control Ledger is then made and Sales credited 
with the total as shown by the strip and Accounts 
Receivable charged with the total. If the method 
of preserving the slip in an envelope is not liked, 
the strip may be pasted upon a sheet of paper 
which is then punched for the file. 

If the system of billing I have recommended is 
followed, the operations involved in entering the 
bills in the Control Ledger can be summarized as 
follows : 
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How to Becord Charge Sales 

First — ^ihe duplicate is numbered 

Seeond — ^it is then analyzed 

Third — ^it is posted in the Accounts Receivable Ledger 

Fourth — ^it is filed in the Current File 

Fifth— it is entered in the Control Ledger. 
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CHAPTER X 

HOW TO BEOOBD 0A8H SALES 

In the Oeorgia Printing Company, as in the case 
of most printing concerns, there were few cash 
sales. When a cash sale was made, a bill (really 
a sales slip) was made out in duplicate and the 
duplicate punched and filed exactly the same as 
the duplicate bill was filed in the case of a charge 
sale. 

It was the practice to place the money received 
from cash sales in the Petty Cash drawer. The 
entry in the Control Ledger was therefore a credit 
to Sales and a debit to Petty Cash. There were 
so few cash sales, and they were usually so small 
that this was the simplest way of disposing of 
them. 

But in retail stores and most wholesale houses^ 
there are large numbers of cash sales. The mere 
number of these cash sales daily makes a special 
system for handling them essential, and a cash 
register of some kind is undoubtedly the best 
solution in most cases. Bookkeeping the daily 
cash register report really constitutes the entire 
bookkeeping of the cash sales when a cash register 
is used. 
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How to Eecord Cash Sales 

Where sales slips are used^ the number of the 
slips may make it inadvisable to file them in the 
Current File. However, they can be filed, if de- 
sired, in the way Petty Cash vouchers are filed. 
This was described in Chapter VHI. A heavy 
envelope of a suitable size is punched and the 
slips inserted in the envelopes. The total of the 
sales and the details, if desired, are summarized 
on the front of the envelope and the envelope 
is then numbered, analyzed, filed, and entered in 
the Control Ledger just the same as any other 
document. Even if this method of filing the sales 
slips makes, the Current File somewhat cumber- 
some, it may nevertheless in some cases be the 
best method of disposing of them. It does insure 
their accessibility for purposes of audit and for 
perpetual inventory, if inventory is calculated 
from the sales made. 

In cases where the sales slips are taken from a 
book which contains summaries of the transac- 
tions of each clerk, the summary sheet itself may 
be used as the document and the slips attached to 
it with a staple. 

It will be seen that with these methods of filing 
the slips it is easy to locate the transactions of 
any day and to calculate commissions or sales of 
clerks. 

Where the number of sale slips is so large as to 
make it undesirable to file them in the Current 
File, the document from which the entry should 
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How to Record Gash Sales 

be made can be either the regular Cash Begister 
report or a report of the auditor who checks up 
each day's sales. 

It will be seen that any system which may now 
be in use for handling cash sales can be incor- 
porated into the new accounting. Any existing 
system for handling cash sales is certain to fur- 
nish either a suitable document or the basis for 
making out one. The first step in incorporating 
it in the new accounting is to find sudi a docu- 
ment. All the other steps then follow in logical 
order. 
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CHAPTER XI 

HOW TO BEOOBD PURCHASES 

The customary method of handling a purchase is 
to issue a purchase order for the goods ; when the 
goods ordered are received, to audit the bill and 
then enter it in the Purchase Book. From the 
Purchase Book, the item is posted in the Accounts 
Payable Ledger to the credit of the firm from 
which the purchase has been made. Once the en- 
try has been made in the Purchase Book, the origi- 
nal biU ceases to be an essential part of the per- 
manent bookkeeping records. It is usually en- 
trusted to the mercy of the file clerk, who may or 
may not be able to locate it should it be needed 
months later. 

The original bill is a document of sufficient im- 
portance, however, to merit better treatment than 
it usually receives. It is a document executed by 
the seller and is, in its way, as important as is 
the deed in the purchase of land. It is a mistake 
for which the present complex bookkeeping is re- 
sponsible to consider the entry in the books of 
greater value than the original document from 
which the entry has to be first made. Yet this is 
exactly what is done whenever the Purchase Book 
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How to Beeord Purchases 

is carefully preserved and the origmal bills lost in 
the mazes of the filing system. 

But it is not only important that we recognize 
the value of the bill as a legal document and thus 
plan for its preservation. It is equally important 
that it be preserved in such a way as to make it 
accessible at a moment's notice. How much will 
it profit a business man to know that he has a cer- 
tain bill in his files if he cannot lay his hands on 
it at the moment when it happens to be needed? 
In such a case he might almost as well not have 
the bill at all. He is not only compelled to wait 
until he can secure a duplicate, which means an 
annoying and perhaps a serious delay, but in the 
event of a dispute with the firm whose bill he is 
seeking, he is decidedly at a disadvantage when he 
must rely on the opposing party for evidence con- 
cerning the subject of the argument. 

Now as to the operations in recording a pur- 
chase under the new accounting : 

First — ^The original bill is audited. 

Second — ^It is numbered. 

Third — ^It ia punched. 

Fourth — It is analyzed. 

Fifth — ^It is posted in the Accounts Payable Ledger. 

Sixth — ^It is filed in the Current Pile. 

Seventh — ^It is entered in the Control Ledger. 

It will be seen that by this system the purchase 
bills are permanently preserved in a numerical file 
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How to Eecord Purchases 

and any bill can be referred to at any time by 
using the accounts in the Accounts Payable Ledger 
as an index^ and thus securing its file number. 
The subsidiary ledgers are in effect alphabetical 
indexes from which it is possible to look up every 
document from which a posting has been made. 

Years ago it was the practice to make a copy of 
every item on a bill, when making the entry in 
the Purchase Book so that it was possible by ref- 
erence to the original entry to secure all the in- 
formation which was on the original document. 
The practice to-day is to greatly condense the 
description of the bill, often to give no informa- 
tion in the Purchase Book beyond the names and 
the amounts involved. Such entries in the Pur- 
chase Book are a sheer waste of time if the origi- 
nal documents themselves are made available by 
incorporating them in the permanent bookkeeping 
records as here recommended. 
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CHAPTEB Xn 

HOW TO BECOBD SALES BETUBNS 

As a rule when goods are returned some sort of 
memorandum accompanies the goods giving the 
reason for the return and the amount of credit 
to which the purchaser of the goods makes claim. 
This document becomes the starting point in re- 
cording returns in the new accounting. If no such 
document accompanies the goods and there is no 
letter from the customer which can be used, a 
memorandum should be prepared for that pur- 
pose and it should be used as the document from 
which to enter the credit. 

This memorandum when audited should state 
that the goods were received in good condition, 
that the claim was O.K.'d and allowed, and that 
the amount asked for as a credit was correct 

A credit memorandum can be then prepared in 
duplicate. The original is mailed to the customer 
and the duplicate filed with the original memo- 
randum described above. The credit memoran- 
dum should contain the following information: 

First— The date. 

Second — The name of the account. 
Third — ^Description sufficient to enable the bookkeeper 
properly to analyze the credit. 
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How to Eecord Sales Returns 

Fourth — The amount of the credit. 
Fifth— The file number of the original bill of the 
goods which were returned. 

This last item is very important in that it makes 
it possible to refer to the original bill at any time 
in the future without first having to look it up in 
the customer's account in the Accounts Beceivable 
Ledger, In order to make the cross reference 
complete, the duplicate of the original bill should 
have endorsed upon it ^^See credit memorandum 
File Number .'' 

If the credit memoranda are specially printed, 
only the duplicate need be punched to fit the Cur- 
rent File. If, however, the credit memorandum is 
written upon regular stationery, it will be neces- 
sary to perforate the duplicate to fit the Current 
Binder. 

The operations are then as follows : 

First — The Credit Memorandum is numbered. 

Second — The cross-reference is made on the original 
bill in the file. 

Third — ^It is analyzed. 

Fourth — It is posted in the Accounts Beceivable 
Ledger and the customer 's account credited. 

Fifth — ^It is entered in the Control Ledger. 

Such a return of goods can be entered in the 
Control Ledger in either of two ways. It may be 
charged against and deducted from Sales, in 
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How to Becord Sales Betums 

whieb event the net amount carried forward in 
the Sales column in the Control Ledger would rep- 
resent the net sales. Or it may be credited to an 
expenditure account, a column entitled Returns. 
In that event the Sales column would represent 
gross sales, and to secure the net sales, it would 
be necessary to deduct the total Betums from the 
total amount in the Sales column. 

Allowances for defects, or for any similar rea- 
sons, can be handled in substantially the same 
manner as returns. Such claims usually make 
their appearance in a letter. If a claim does not 
come in some written form, it should be reduced 
to writing by the bookkeeper and this document 
should act as the basis for the posting to the cus- 
tomer's account. The entry in the Control Ledger 
should then be made much the same as in the case 
of the returns. 

Li the case of returns and allowances recorded 
as here described, two documents are filed. One 
is the original document in which the claim is 
made, and the other is the duplicate of the credit 
memorandum which is later sent to the customer. 
These two documents should not be numbered 
separately since two numbers would require en- 
tries on two lines in the Control Ledger. Only 
one line is necessary. If we assume that the num- 
ber of the original claim document is 512, then the 
duplicate credit memorandum should be num- 
bered 512.b. 
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CHAPTER Xm 

HOW TO BECOBD PUBGHASB8 BETUBNED 

The procedure in returning goods purchased for 
the concern is substantially the same as in receiv- 
ing returns, with this difference — ^that a Debit 
Memorandum is issued instead of a credit memo- 
randum. The original document to be used in 
recording goods returned may be the letter in 
which the claim is made, the duplicate of the bill, 
or any memorandum, which accompanied the 
goods returned. If the document is a letter, and 
it is necessary to have an additional copy for the 
correspondence files, the stenographer should be 
instructed to make an original and two copies. 
The original letter, of course, goes to the firm to 
whom the purchase is returned. One of the copies 
is then filed in the correspondence file, and the 
other is turned over to the bookkeeping depart- 
ment for filing as instructed above. 

This document is then numbered, analyzed, 
posted and entered, so as to complete the record- 
ing of the transaction. The document should show 
the file number of the original purchase bill and 
the original purchase bill should be endorsed so 
as to make a cross-reference; ^^See file number 

for Debit Memorandum. ' ' 
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' ' Hb^ to iBedcn^ Betumed 

If it 18 the practice before drawing a dieck 
voucher for paying bills to refer to the original 
bill in the file, then such an endorsement on a bUl 
would direct attention to the fact that a debit is 
claimed. If the check voucher is made only from 
the entries in the Ledger Account, the debit posted 
in the account would direct attention and insure 
deduction for the daim. 

Claims of this sort are frequently the subject of 
considerable correspondence and there is, there- 
fore, quite some delay before a credit memoran- 
dum is received from the firm to whom the goods 
were returned. Even if the daim be allowed im- 
mediately, the fact that the credit memorandum 
would be sent only after the goods were received 
would of itself cause a delay that would cover con- 
siderable time. During the period between the 
time when the claim is first made and the time 
when it is finally allowed, the whole transaction 
has to be entered on the books, and this method 
of handling sudi claims provides for sudi entry 
automatically. 

When a credit memorandum is finally received, 
it will become necessary to dispose of the docu- 
ment in some way. It can be filed in the Current 
File, giving it the same number as the Debit 
Memorandum (and lettering one of them ^^a" and 
the other **b'* to distinguish them) if the origi- 
nal is still in the Current File. If the original is 
already in the Transfer Binder, the credit memo- 
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How to Becord Purchases Returned 

randuin can be filed by pasting it with mucilage to 
the back of the original document. 

Claims for allowances can be handled in the files 
in exactly the same manner. Of course, the entry 
in the Control Ledger would be dififerent, since the 
allowances would probably be entered in a differ- 
ent column from the returns. 
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CHAPTER XIV 

HOW TO JOURNAUZB 

About the only purpose for which the Journal is 
used in bookkeeping to-day is for the entering of 
adjustments of various kinds. .Whether there 
are hundreds of adjustments, or whether there 
are a half dozen in the course of a year, a 
Journal is nevertheless a part of the book- 
keeping outfit 

It is usually a plain blank book. The first pages 
contain a few entries. All the rest of the pages 
help merely to increase the consumption of paper. 
Otherwise their blankness serves no useful pur- 
pose. 

Plate number 23 shows a Journal adjustment 
form which is self-explanatory. This form may 
be used in all adjustments where no other docu- 
ment is available. If, however, the adjustment 
arises in the course of correspondence, then the 
letter may be used as the document. The entry 
in the charge stamp will then indicate how the 
transaction was handled in the Control Ledger. 

In most concerns, the number of Journal entries 
in the course of a year are very few. In the new 
accounting each entry would be represented by 
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How to Journalize 

the original document which explains it. In the 
old accounting these few Journal accounts require 
a separate book. There can be no question as to 
the superiority of the new over the old method. 
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CHAPTER Xy 

HOW TO BECOBD NOIBS 

Platb Number 24 shows the method of using a 
Journal Form for recording notes. This note, it 
will be seen, has been debited to Accounts Payable 
and credited to Notes Payable. All the essential 
information concerning the date, place of pay- 
ment) tenor, interest, etc., is included in the de- 
scription. No further information concerning this 
transaction is needed unless the note is dis- 
counted before it falls due. 

Should this note be held for a time and then dis- 
counted, the discounting can be recorded on an- 
other Journal form. This form should then be 

endorsed ^ ^ See file number for original note 

record.'' The original note record should also 
be endorsed so as to refer to the file number of 
the discount memorandum. 

When the note is paid, the closing transaction 
mfty be handled, if desired, on the duplicate de- 
posit slip, thus doing away with the necessity for 
another Journal form. 

When a note is issued to some one by the firm 
the same method of procedure may be followed. 
When the firm's note is paid, the actual note can 
be attached to the original note record with a drop 
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How to Becord Notes 

of mucilage. Or it may be attached to the check 
record covering the payment, and a cross refer- 
ence made to the file number of the original note 
record. 

In all cases, cross reference should be freely 
used. Whenever a note transaction is recorded, 
the file number of the transaction which the note 
settles should be written upon the note record. 
This will save innumerable references to the 
ledger accounts in tracing transactions. 
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CHAPTER XVT 

HOW TO CLOSE THE BOOKS 
1. TAKING THB TRIAL BALANOE OF THE LEDGEBS 

A TBiAL balance is a trial balance nnder the new 
as under the old accounting. Similar work-sheets 
may be used, and exactly the same method of tak- 
ing off the balances followed. I recommend the 
use of sheets which do not exceed 8^ x 8% inches 
in size because they can be filed more readily in 
the Current File. Of course if a larger file is 
used, other sizes should be used. 

The procedure to-day is either to take the trial 
balance in a trial balance book, or to file the work 
sheets in binders or in regular filing cabinets. 

Common sense suggests that the trial balance 
sheets should be filed with the financial statements 
to which they refer. In a concern using the sys- 
tem of accounting here recommended, all trial bal- 
ance sheets and all supporting documents are 
given the same file number as the financial state- 
ment, and filed with the statement in the Current 
File. A separate file number is given to any trial 
balance if it has been taken apart from a general 
closing of the books. Entry is made of the date 
and file number of the trial balance on a ledger 
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How to Close the Books 

sheet called the ^^ Trial Balance Index" kept in 
each ledger. 



2. THE BECONCILEMENT OF THE BANK STATEMENT 

The reconcilement of the Bank Statement 
shonld he filed immediately after the hank state- 
ment itself. These two documents, the bank's own 
statement, and the hookkeeper's reconcilement 
work sheet, should he among the last statements 
placed in the Current File hef ore closing the books 
at the end of each month. 

No entries need be made in the Control Ledger 
(aside from the description of the documents) un- 
less the bank has made a charge for exchange or 
something of that sort which appears on the state- 
ment for the first time. Usually the bank places a 
memo slip among the returned checks covering 
this charge. This slip can be, if desired, num- 
bered, punched and entered into the Control 
Ledger to cover the charge. Many banks are in 
the habit of notifying the depositor by letter when- 
ever such a charge is made and this notice or 
letter can be used at the time it is received as the 
document covering such a charge. If such bank 
charges are entered item by item the balance 
shown in the cash columns of the Control Ledger 
at the end of the month should correspond with 
the cash balance shown on the reconcilement of 
the bank statement form. 
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3. BALANOINO THE OOKTBOL USDGEB 

Some discussion of this subject has already ap- 
peared in the chapters especially devoted to the 
subject of the Control Ledger. It is therefore un- 
necessary to devote much space to the matter here. 
However, since it is one of the steps which have 
to be taken in closing the books the whole matter 
is here briefly summarized. 

First, add all the columns in the Control Ledger, 
adding all the red items in each column together 
and then all the black items. Then deduct the red 
total from the black total of each column, and set 
the difference down as the final total of the column. 
If the total of the red items is greater than the 
total of the black items, then deduct the black 
total from the red total, and set the result down 
in red as the final total. 

Second, add all the red final totals on the debit 
side ; then add all the black final totals on the debit 
side and deduct the sum of the red totals from the 
sum of the black totals. The difference is the total 
amount of debits. 

Third, repeat these operations with all of the 
columns on the credit side, and the result of the 
operations will give you the total sum of credits. 
Unless an error has been made, the total credits 
and total debits would be the same — and the Con- 
trol Ledger balance will have been proven. 
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How to Close the Books 

If the two totals are not in balance an error has 
been made, first, in an addition or subtraction, or 
secondly, in some entry on the last page of entries 
in the Control Ledger. The error is limited to the 
last page because the operation of balancing the 
Control Ledger must be performed regularly ill 
forwarding the column totals from page to page. 
Errors thus reveal themselves whenever a page is 
carried forward in the Control Ledger. 

Before balancing the Control Ledger, make sure 
tiiat all last minute adjustments are filed and en- 
tered. This has special reference to such docu- 
ments as the* reconciliation of the bank statement ; 
the adjustment of the discrepancies in the trial 
balances, if any have developed; the charges to 
bad debts, etc. If the Control Ledger is then bal- 
anced, the final figures can be set down in ink and 
the book closed for the month. The new month's 
business can then be started on the next page. 



4. THE PEBPETUAIi FINANCIAL STATEMENT 

Perhaps nothing is more provoking to a busi- 
ness man than the necessity of having to wait for a 
financial statement when one is quickly needed. 
In very few concerns is it possible to get a finan- 
cial statement, even if a trial balance is dispensed 
witii, without giving the bookkeeper several hours, 
and in many cases, several days to prepare it. 
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How to Close the Books 

In any concern where the bookkeeper's cash 
books are hours and sometimes days behind the 
actual condition of the cash, the only protection 
which the business man has against the danger of 
overdrawing his bank account is to keep a record 
on his check stubs. 

The new accounting makes it possible to fur- 
nish a perpetual financial statement similar in its 
method of operation to a perpetual inventory or 
to the check stub record above described. 

The perpetual inventory principle is to add to 
the inventory carried forward all receipts of 
goods and to deduct from the inventory all the 
shipments of goods. In this way the balance car- 
ried forward is a correct inventory of goods which 
should be on hand. 

This, of course, is exactly what is done in the 
Control Ledger with each of the accounts carried 
there. When the books are opened the balance 
carried forward in each account is set at the top 
of the column. As entries are made, the balance 
carried forward in each column is either increased 
or decreased. Adding and subtracting the debits 
and credits in each column gives the condition of 
that particular account at any moment. Doing the 
same thing with all the columns in the Control 
Ledger will give you the financial condition of the 
business at any time. 

Whenever a page in the Control Ledger is filled, 
the totals of the columns for the page must be de- 
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termined and then carried forward to the follow- 
ing page. There are from thirty to forty lines on 
such a page. It will be seen, therefore, that in 
carrying forward the totals a financial statement 
is prepared after every thirty or forty entries. 
It is no misnomer, therefore, to speak of this 
carrying forward of column totals as a perpetual 
financial statement. A formal statement can be 
prepared in the short time that it takes to copy 
the totals shown in the colunms on a sheet of 
paper. The business man who is accustomed to 
receive a statement from the bookkeeper daily 
showing the cash transactions, or a statement 
showing the sales for the day taken from the cash 
register, can receive this information and in addi- 
tion a full financial statement and add practically 
nothing to the work of his bookkeeping staff. 

Instead of waiting days to learn whether the ac- 
counts receivable of the business have increased 
or decreased, it is possible for him with the new 
accounting to know this practically at a moment's 
notice. 

What this information, as well as information 
concerning the accounts payable, may be worth 
in an emergency is incalculable. A business man 
can afford to fool others ; he cannot afford to fool 
himself. He should know at all times what his real 
condition is. Especially at a time when he is tak- 
ing heavy losses on bad debts during a period of 
industrial depression, this information is of vital 
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importance. If he is in good condition at snch a 
time, the fact that he knows he is, and can show 
that he is, may be of great valne to him in secur- 
ing credit accommodations. 

On the other hand, in boom times and periods 
of great prosperity with rising prices and increas- 
ing sales, it is of just as great importance to know 
what is happening to his expense accounts — ^his 
overhead — ^f rom day to day. 

I make the claim (without regard to the saving 
of time and the simplification in books by the 
system of accounting described in this text) that 
the mere fact that such a financial statement is 
always available justifies a business man in in- 
stalling it. Once a business man gets used to re- 
ceiving snch a statement daily, or promptly when 
he happens to call for it, the assurance with which 
he can financially operate will make him marvel 
at his ability to have done business with his old 
system of bookkeeping. 
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CHAPTER XVn 

CX)ST AOCOUNTIKG 

The subject of cost accounting can only be touched 
upon here. All that I am anxious to do is to pre- 
sent a suggestion for a system of cost accounting 
in which the costs are controlled by the Control 
Ledger in precisely the same way in which sub- 
sidiary ledgers are controlled. 

The average business man is anxious to know 
the cost of producing and selling the various units 
of the products which he manufactures. This in- 
formation is of importance to him because it en- 
ables him to fix prices intelligently. When the 
price which he has established or which the market 
has forced upon him does not yield him a sufficient 
profit, his cost accounting system should first re- 
veal this fact and then enable him to determine 
whether and how he can reduce them. 

The first step in this system of cost accoimting 
is the opening of a Cost Ledger containing ledger 
accounts each representing one of the units, the 
cost of which it is desired to ascertain. 

The posting to these unit accounts should be 
from the various documents charged to the pro- 
duction accounts in the Control Ledger. Every 
item charged to a production account — ^whether 

115 



Cost Accounting 

of labor or of materials — should be distributed 
among the various accounts in the Cost Ledger. 
Thus in addition to the usual entry from a docu- 
ment into the Control Ledger and into the Pur- 
chase Ledger, there would be a posting into the 
Cost Ledger of every item which had any bearing 
whatever upon costs. The total charges in the 
production columns in the Control Ledger would 
therefore agree with the total charges to all the 
accounts in the Cost Ledger. 

It is easy to post the direct entries of purchases 
of materials or for disbursements for the labor 
for making the various units to the various ac- 
counts in the Cost Ledger. Distributing the over- 
head costs is more difficult. 

Let us assume that such an item as power has 
to be distributed among a number of machines or 
departments using power. The occasion for this 
entry will probably be the receipt of a bill for 
electric current. This bill would ordinarily be 
entered in the Control Ledger to a ** Power** ac- 
count and then posted to the credit of the power 
company in the Accounts Payable Ledger. If, 
however, this has to be distributed, a memorandum 
should be filed, iounediately following the power 
bill and bearing the same file number, which ap- 
portions this bill, in accordance with the quantity 
of current used, to each department. The amounts 
shown on the distribution memorandum are then 
posted to the various accounts in the Cost Ledger. 
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The various production columns are charged with 
the amount of the bill and Accounts Payable cred- 
ited. 

This is the method of procedure which can be 
followed ia every case where it is necessary to dis- 
tribute an overhead item. The procedure in re- 
distributing such items as ^^Administration'' — 
really the distributing of what accountants call 
the ^ loading" — ^is to, first, prepare a document 
crediting ^^Administration'' with the total amount 
charged against it during the period and charging 
the various departmental and production accounts 
with their percentages of the amount. The Con- 
trol Ledger entry from this document would close 
the ^^Administration" column but redistribute 
* * Administration ' ' in the other columns. By post- 
ing in the Cost Ledger the percentages chargeable 
against each of the accounts on this document, this 
item will have been included in the unit costs. 

At the end of any given time, if the total costs 
charged against each unit are divided by the num- 
ber of the units produced La that period, the cost 
per unit will have been ascertained. 

STATISTICS AND COSTS 

Statistical information concerning quantities 
produced should be just as carefully preserved as 
the information concerning production expendi- 
tures. It is therefore essential, first, to secure Ln- 
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f onnation as to the production at various times of 
the units or departments for which cost accounts 
are kept in the Cost Ledger, and secondly, to pre- 
serve them. If this statistical information is the 
basis for the redistribution of the expense ac- 
counts among a number of the departments, it 
actually is the basis of a journal adjustment and 
necessarily belongs in the Current File. 

But even if it affects only the postings in the 
Cost Ledger, it should obviously be filed in the 
Current File. In such a case, no entry need be 
made in the corresponding line number in any 
column of the Control Ledger. The only thing 
necessary is to state in the description space the 
nature of the documents filed under that number. 
By noting the file number of the statistical report 
in the various costs accounts in the Cost Ledger 
to which the report relates, each of the accounts 
becomes an index for locating the report. 

If the statistics do not have any bearing upon 
costs or if no Cost Ledger such as has been here 
suggested be used, some method of indexing the 
statistical documents is necessary so that they can 
be readily found when wanted. The simplest way 
of doing this is to open an account in one of the 
ledgers for each of the statistical reports that are 
regularly filed, and to write on these ledger sheets 
the dates which the various documents cover. In- 
stead of these ledger index sheets furnishing in- 
formation about transactions, they would simply 
furnish the file numbers of the reports. 
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If, for instance, it was desired to file monthly 
the report of a branch office, a ledger sheet could 
be opened under the heading, ^' St. Louis Branch.'' 
Whenever it became necessa^ to refer to the Aug- 
ust, 1921, report of the St. Louis Branch, by turn- 
ing to the ^^St. Louis Branch" ledger account, it 
would be seen that the August report was docu- 
ment number 514 in the file. Turning to that num- 
ber in the file, the report would be found. 

DEPABTMBNTAIi ACCOUNTING 

The Control Ledger automatically takes care 
of the first grand distribution of all expenditures 
and income. Unless, however, the number of 
columns in the Control Ledger is unduly ex- 
panded, the redistribution of these accounts 
(among the various departments of the business) 
requires the use of an additional subsidiary 
ledger. This departmental ledger is, in principle, 
substantially the same as the Cost Ledger previ- 
ously described. 

The Cost Ledger and the Departmental Ledger 
can be combined in one loose-leaf binder unless the 
number of departments and the nxunber of units 
on which costs are being kept are so great that 
it is more convenient to separate them. 

Every incoming or outgoing transaction of the 
business represents either an expenditure for the 
account of some department, or the income of 
some department. The residue of transactions 
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which do not directly relate to products or de- 
partmentSy unless they are a shifting of the assets 
or the liabilities^ are all a part of the overhead 
which must be distributed by formula. The for- 
mula may be based either upon the investment 
in the various departments, their sales, or their 
expenditures. 

While the ordinary ledger with the regular 
ledger sheets will make a satisfactory Cost or 
Departmental Ledger, in some cases a columnar 
book similar to the one I have recommended for 
the Control Ledger may prove more useful. In- 
stead of there being one ledger sheet for each 
department, there could be two columns— -one for 
the debits, and one for the credits. One of the 
advantages of this form arises from the fact that 
it is possible to distribute on one line of the ledger 
charges to several departments. It is obviously 
easier to make an entry to several departments 
from one document on one line of such a book, 
than to have to post to several different ledger 
sheets the same entry. 

If an expense item like ^^Benf had to be re- 
distributed among departments in such a book, 
the total of the distribution would agree with the 
total of the entry for **Eenf in the Control 
Ledger. 

Income accounts can be redistributed in such a 
Departmental Ledger in exactly the same way. If 
there is only one column for ^^ Sales'' in tiie Con- 
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trol Ledger and it is desired to redistribute the 
total sales (which is all that is shown in the Con- 
trol Ledger) among various departments, a docu- 
ment is filed covering the redistribution. This 
document need not be entered in the Control 
Ledger. It is used merely as a medium from 
which to post sales to the various departmental 
accounts or in the Departmental Ledger. 

Now if all income and expenditures are redis- 
tributed as here suggested, a trial balance of the 
Departmental Ledger would agree and be in con- 
trol with the profit and loss statement prepared 
from the Control Ledger. The individual depart- 
ment accounts would, of course, show the income, 
the expenditures of each department and their 
profits and losses. 
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CHAPTER XVm 

I 

HOW TO BECOBD INVEKTOBIES 

Fob taking inventory, any of the stock f onns now 
on sale by most stationers, but in a size suitable 
for filing in the Current Binder, can be used. The 
sheets are furnished in pads and are filled out by 
the persons taking inventory. 

After the physical inventory is completed the 
inventory sheets are numbered. The different 
sheets are numbered alphabetically in order to 
distinguish the individual sheet numbers from the 
file number which covers the entire inventory. 
They are then filed, and an entry made in the 
Control Ledger corresponding to the journal en- 
try made in regular bookkeeping. 

The important difference in the two methods of 
recording inventories lies just in this one fact, that 
by the old method the actual document itself is 
placed in a separate book (which can be readily 
misplaced since it is seldom consulted) while in 
the new method the actual document itself is in- 
stantly available for purposes of audit or insur- 
ance adjustment since it is an integral part of 
the File — the only reference book used. By the 
old method a journal entry is merely a brief sum- 
mary of the inventory itself, while by the new 
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method no journal entry is needed — ^the entry in 
the Control Ledger being really equivalent to the 
present operation of posting from the Journal to 
the Internal Ledger. 

The new accounting, by the use of an Inventory 
Ledger, supplies an effective method of perpetual 
inventory controlled precisely as are all the sub- 
sidiary ledgers. Such a ledger makes it obliga- 
tory to file all documents which show increases or 
deductions from the original physical inventory 
in the Current File. Since the increases usually 
make their appearance on bills for purchases and 
the decreases on bills of sales to customers, and 
both kinds of documents have to be filed anyway, 
no additional documentation may be needed for 
such perpetual inventorying. 

The original inventory itself is filed in the Cur- 
rent File, when the physical inventory is taken. 
All that it is necessary then to do is to enter in 
an Inventory Column all the purchases made, and 
to deduct from the Inventory Colunm the cost of 
the goods of all the sales of merchandise. 

The Inventory Ledger Column (which would 
control the entries in the Inventory Ledger) 
would take the place of the Merchandise Column. 
An additional column would then be needed in 
which to enter the cost of goods sold. The cost of 
the merchandise sold could be noted on the dupli- 
cate bills as they are filed, and the complete trans- 
action entered in the Control Ledger as follows: 
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Aoctt. 
Ree. 


In- 
ven- 
tory 

(Mdse.) 


Deacription 


Ck>Bt 

of 

Goods 

Sold 


Gross 
Sales 


Aoctt. 
able 


10.00 


5.00 
5M* 


Bt. 100 lbs. 

Paper 
Sd. 100 lbs. 

Paper 


5,00* 


10.00 


5.00 



It will be seen that the Inventory colmnn shows 
the value of the goods on hand at all times. A 
way for facilitating the separation of the cost 
of merchandise sold from the selling price is to 
instruct the billing clerk to always make a note 
of the cost of the merchandise on the duplicate of 
the bilL The bookkeeper can then distribute these 
costs in the Inventory Ledger rapidly and accur- 
ately. 

This form of inventory, in order to work, re- 
quires a knowledge on the part of the entry clerk 
of the costs of all merchandise sold. Only in a 
few businesses is this possible. 

For concerns dealing in many articles which 
vary frequently in cost, and where it is desirable 
to keep close watch of all the various items han- 
dled, the inventory might have to be kept in quan- 
tities of articles and not in dollars and cents. 



* The figures shown in italics indicate amounts entered in red 
ink, and which are to be deducted from the totals in their 
column. 
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If any of the regular stoek perpetual inventory 
forms are used in a ledger binder, it is a simple 
matter to maintain a perpetual inventory which 
always shows the exact amount of any particular 
stock on hand, and which inventory is controlled 
by documents in the File and entries in the Con- 
trol Ledger. 

The forms are filed in the binder alphabetically 
under the name of the article, and they can also 
be numerically arranged, if the stock numbers are 
a sufficient means of identifying each article. 

A closer classification may be obtained by utiliz- 
ing classification or department letters, as, for 
instance, all the records of the stock of paper on 
hand could first be placed under the letter **P," 
and there classified as tissue, manila, poster, 
cover, news, etc. 

Posting into the Inventory Ledger would be 
from the Current File, all the items on the vari- 
ous purchase invoices being entered in the ** re- 
ceived'* colunm on the various record sheets, and 
all the items sold as shown by the sales invoices 
being entered in the ** delivered*' column. De- 
ducting the deliveries and adding the receipts will 
always show in the ^^on hand" colunm the exact 
amount of the particuljar stock on hand. 
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CHAPTER XIX 

SPECIFICATIOKS FOR FOBMS 

The following specifications will prove useful in 
ordering from printers and stationers special 
forms for documentation. These specifications 
have been prepared for the purpose of reducing 
the bulk of the files, standardizing the sizes, and 
making each class of documents easily distinguish- 
able from others. 

Paper. Use any weight or color that is desired 
for the original. For duplicates, which have to 
be filed in the Current File, use a 13 or 16-pound 
folio bond paper. A sulphite paper will be satis- 
factory in most businesses. If a bond paper is 
used, let it be a smooth finish and not a ripple 
or linen finish. 

Color. Use a distinct color of paper for each 
class of documents. Let there be one color for 
duplicate biUs, another for credit memoranda, an- 
other for check vouchers, and so on. There are 
many colors to select from — sufficient for all the 
different kinds of documents — ^in any of the stand- 
ard bond or ledger papers. 

Size. All documents should be 8% inches wide, 
but in depth and size may vary from 4 inches to 
8% inches. Of course if a larger Current File 
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Specifications for Forms 

than that described in this book is adopted, then 
the maximnm dimensions should be changed ac- 
cordingly. 

Printing. Printing can be of any style but pre- 
ferably light blue in color. The form should 
always provide a distinctive space in the upper 
right hand corner for the file number. 

Punching. All sheets for filing should be 
punched with two holes, each % inch in diameter 
and 2% inches from center to center of each hole. 

Padding and Collating. If duplicates or tripli- 
cates of any document are needed, these should 
be collated and padded, so that the clerk making 
out the document will be sure to arrange the cop- 
ies in proper order. This is especially important 
if there are many different colors to use, and is 
absolutely essential if the document carries its 
special nxunber — a bill number for instance. In 
that case, the book binder should strike the bill 
number on both originals and duplicates, which 
should then be collated and padded. 
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